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eee YOUR Aru WAR LOAN QUOTA 


HETHER your plant meets its quota, or fails, lies 

largely in your hands. Your leadership can put 
it over—but if you haven't already got a smooth run- 
ning, hard hitting War Loan Organization at work in 
your plant, there’s not a minute to lose. 


Take over the active direction of this drive to meet 
—and break—your plant's quota. And see to it that 
every one of your associates, from plant superintend- 
ent to foreman, goes all-out for Victory! 


To meet your plant's quota means that you'll have 
to hold your present Pay-Roll Deduction Plan pay- 
ments at their all-time high—plus such additional 
amounts as your local War Finance Committee has 
assigned to you. In most cases this will mean the sale 
of at least one $100 bond per worker. It means hav- 
ing a fast-cracking sales organization, geared to reach 
personally and effectively every individual in your 
plant. And it means hammering right along until 
you've reached a 100% record in those extra $100 
—or better—bonds! 


And while you're at it, now’s a good time to check 
those special cases— growing more numerous every 
day—where increased family incomes make pos- 
sible, and imperative, far greater than usual invest- 
ment through your plant’s Pay-Roll Deduction Plan. 
Indeed, so common are the cases of two, three, or 
even more, wage-earners in a single family, that you'll 
do well to forget having ever heard of ‘10%’ as a rea- 
sonable investment. Why, for thousands of these 
‘multiple-income’ families 10% or 15% represents bui 
a paltry fraction of an investment which should be 
running at 25%, 50%, or more! 


After the way you've gone at your wartime pro- 
duction quotas—and topped them every time—you’ re 
certainly not going to let anything stand in the way of 
your plant's breaking its quota for the 4th War Loan! 
Particularly since all you are being asked to do is to 
sell your own people the finest investment in the 
world—their own share in Victory! 


Let’s all BACK THE ATTACK 








This magazine 
is published to promote 
sound thought in economic 
legal and accounting prin- 
ciples relating to all federal 
and state taxation. To this 
end it contains signed articles 
on tax subjects of current 
interest, reports on pending 
state tax legislation, inter- 
pretations of tax laws, and 
other tax information, book 
reviews, etc. 


The editorial policy is to 
allow frank discussion of tax 
issues. On this basis contri- 
butions are invited. Care will 
be exercised in checking the 
accuracy of data printed, but 
responsibility is not assumed 
for the contents of the 
articles or for the opinions 
expressed therein. 


Editor 
Henry L. Stewart 


Advisory Editor 
George T. Altman 


Washington Editor 
Lyman L. Long 


Business Manager 


George J. Zahringer 


Circulation Manager 


M. S. Hixson 


Published monthly by 
Commerce Clearing House, Inc., 
214 N. Michigan Ave., Chicago 


Subscription price: 
$4.00 per year; single copies, 50¢. 


Entered as second-class matter Jan- 

uary 13, 1939, at the Post Office at 

Chicago, Illinois, under the Act of 
March 3, 1879. 


Printed in U. S. A. Title Registered 
U. S. Patent Office, Copyright 1944, 
by Commerce Clearing House, Inc. 


She TAX MAGAZINE 


Contents for 


FEBRUARY - - 


Volume 22 


Efficiency of Personnel in Tax Administration, 
by James W. Martin 
This is the first article of an excellent series by a well-known 
authority on progressive tax administration. 


Income Tax Accounting for the Investor, 
by Arnold Strangman 


Outlining the accounting procedure involved in the purchase, owner- 
ship and sale of securities. 


Pension Plans—The Philosophy of Section 165(a), 
by Walter D. Freyburger 


This is the first article on this subject to give us a look behind the 
scenes when Section 165 (a) was enacted. 


Postwar Fiscal Policies—State and Local, by Roy G. Blakey 


This article emphasizes the impact of the war on state fiscal poli- 
cies and pointedly suggests where postwar changes are in order. 


Refunds and Abatements as Taxable Income, 
by Ralph A. Hart 
An excellent analysis of pertinent decisions has been made by this 
Ohio attorney. 


Allocation of Investment Income Under State Statutes, 
by William J. Shultz 


The author analyzes three major considerations involved in the 
establishment of an equitable method of allocation. 


Washington Tax Talk 


The revenue bill—premiums on insurance policies—the Supreme 
Court and other Washington items. 


Talking Shop 


Tax the Axis to repair the damage it has done and “follow the 
earner” taxes may come about, says the Shoptalker. 


Interpretations—Court and Administrative 
Digests of selected recent pertinent court opinions. 


Current Books 
Reviews of helpful books. 


State Tax Calendar 
March tax dates important to you. 


Federal Tax Calendar 


March dates to watch—other than the 15th. 


1944 


Number 2 


Page 













































































Efficiency of Personnel 


In Tax Administration 
By JAMES W. MARTIN 


HE magnitude of an administrative job can be 
measured from one viewpoint by cost analysis 
aside from any attempt to compare expenditures 

with administrative performance. Unfortunately, no 
unit measure of tax administration costs has general 
significance. Thus, no adequate meter can be supplied 
for purposes of comparing one tax department with 
another such as unit cost.data would provide a city 
public works department or even an individual tax 
administration agency. It may be helpful, therefore, to 
describe the major factors in federal and state tax 
administration comparatively. Such an analysis can 
do no more than convey an impression. Perhaps it 
cannot justify a general conclusion. In this series of 
articles such data as are available regarding federal and 


state tax administration effectiveness are summarized 
briefly.’ 


Extent of the Merit System 


In administering the tax system at either the federal 
or the state level, one criterion of operating satisfac- 
tion is the extent to which personnel is technically 
efficient and characterized by good morale. The 
quality of service which federal and state governments 
secure from their tax administration expenditures is 
heavily dependent on the pervasiveness of an effec- 
tive personnel plan. One of the first considerations in 
this connection is whether recruitment, compensation, 
classification, promotion, and separation are based 
fundamentally on merit or on personal and partisan 
factors.? Traditionally, good personnel practice through- 





1 Data regarding federal and state tax administration not speci- 
fically credited have been assembled through conferences and cor- 
respondence with taxpayers, corporate officers and employees re- 
sponsible for handling tax matters, tax attorneys, certified public 
accountants, government officials and employees, and other people 
having to do with handling tax affairs. The administrative installa- 
tions of one or more of the principal state tax agencies in each 
of the following states have been studied at first hand; (a) studied 
in detail: Arkansas, Colorado, Georgia, and Kentucky; (b) studied 
in a one- or two-day visit: Alabama, California, Connecticut, Dis- 
trict of Columbia, Florida, Illinois, Indiana, Iowa, Maryland, Mas- 
sachusetts, Michigan, Minnesota, Mississippi, Missouri, Nebraska, 
New Hampshire, New York, North Carolina, Ohio, Oklahoma, 
Pennsylvania, South Carolina, Tennessee, Utah, Virginia, and West 
Virginia. The Bureau of Internal Revenue installation has been 
incompletely examined. These sources of information have been 
supplemented by knowledge over a period of years of the official 
relationships existing between the Kentucky Department of Revenue 
and the federal Treasury. 

So far as evidence is attributed in this report to taxpayers, to 
taxpayers’ counsel, to taxpayers’ representatives, and like sources, 
perhaps it should be said that the persons consulted directly for 
purposes of this study include the following classes of individuals, 
not every one of whom expressed a view on each issue. 


Representing number 


Number of states (net) 
EN Se er eee re Meee 41 20 
i acorn tea bor aul oe a deo ae 20 15 
Corporate tax commissioners SouCere 23 16 
2 8 EE ee eee 20 11 
Other informed persons ............ 13 12 


2Cf. Roswell Magill, ‘‘Federal Tax Administration,’’ Annals of 
the American Academy of Political and Social Science, January, 
1936, pp. 182-183. 
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out the American public service has suffered from the 
prevalence of partisanship in the selection and 
management of public employees. One measure of 
efficiency--which, however, will give only an approxi- 
mation *—is the extent to which formal merit selection 
and control prevail. 


Merit Personnel in Federal Tax Administration 


In the federal service, general personnel adminis- 
tration has been for many years primarily a function 
of the United States Civil Service Commission. In 
the immediate past, attorneys and staffs of collectors’ 
offices have been filled largely without reference to 
formal merit examination standards; but the legal 
staff has been recruited, and the legal functions 
delegated, in the light of merit considerations. On 
the other hand, the offices of collectors of internal 
revenue have been regarded primarily as appropriate 
places for employment of “deserving politicians.” 4 
Not only have the collectors of internal revenue been 
regarded traditionally as the chief local partisan pro- 
tagonists of the national administration, but normally 
also their staffs have been used to serve political spoils 
purposes in addition to performing the duties assigned 
by law. Bureau instructions as to nominee qualifica- 
tions, consideration of each nominee’s qualifications 
by the accounts and collections unit, and investigation 
of character by the intelligence unit have not, as a 
rule, disturbed the collectors’ choices.® 

In general, the level of personnel efficiency has been 
roughly consistent with the plan of personnel manage- 
ment employed.® The Treasury staff of approximately 
16,000 persons, outside the collectors’ offices in which 
13,000 additional individuals work, has been composed 





3A satisfactory criterion would depend on an evaluation of each 
merit plan employed. 

*In 1935, Roswell Magill stated that two-thirds of the collectors’ 
appointees were without civil service requirements. Roswell Magill, 
“The Too Well Remembered Man,’’ Fortune, April, 1935, p. 102. 

5 The Attorney General’s Committee on Administrative Procedure, 
Administration of Internal Bevenne Laws, Department of Justice, 
Washington, D. C., Monograph 22, Vol. I, 1940, pp. 2-3. 

® The question of federal personnel quality is not a new one. If, in 
1928, Professor Blakey was correct, the situation has improved in 
the meantime. He said: ‘‘Of prime importance has been the matter 
of personnel. The turnover has been tremendous. The Bureau has 
been a training school for those receiving better offers on the out- 
side. Many of the best men have thus been drawn away. Those 
remaining have had more than they could do. New men require 
time to learn the ropes; often they have not known precedents, 
or have not chosen to follow them. Reversed decisions have re- 
opened many old cases. Young and inexperienced men overloaded 
with cases have had to fight able and experienced representatives 
on the outside. Often they have made mistakes and have not com- 
manded the confidence and respect of the taxpayers and their repre- 
sentatives. They have feared to take responsibility and settle cases. 
The whole Bureau seems to have shrunk from taking responsibility. 
It has encouraged Congress to complicate the law by loading it 
down with details. Much of the present congestion before the 
Board of Tax Appeals is due to failure to settle cases in the Bureau. 
Perhaps nothing would improve income tax administration so much 
as a proper personnel which could and would make good decisions 
upon many matters which are now side-stepped by filing appeals. 
The way to meet the situation is not to evade it but to face it. 
We should have a personnel competent to make, and willing to 
make, good valuations as well as to face the other difficult problems 
that good administration requires.’’ R. G. Blakey, ‘‘Simplification 
of the Federal Income Tax,’’ American Economic Review Supple- 
ment, March, 1928, pp. 116-117. 

In part, the smooth administration of the British income tax has 
been allegedly due to the wholesome respect of the average English- 
man for governmental authority and his confidence in finance 
officials. H. A. Strangman, ‘‘The British Income Tax,’’ TAXES— 
The Tax Magazine, May, 1935, p. 266. 
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traditionally of technically efficient men and women.’ 
The collectors’ offices have been filled with a level of 
efficiency one might expect from the fact that selec- 
tions have been made mainly on a partisan spoils basis. 
This generalization would have more sweeping impli- 
cations but for the fact, as developed below, that, 
structurally, collectors’ offices are concerned mainly 
with handling routine functions. Moreover, the 
Ramspeck Bill has provided a basis on which collector 
office personnel, aside from the collector himself, is 
being covered into the classified civil service. One 
may anticipate, therefore, that selection of collector 
staff for the future will be more definitely on the basis 
of merit and less on the basis of partisan consid- 
erations.® 

Under existing circumstances respecting the supply 
of labor, however, this transformation promises com- 
paratively little for the immediate future, as collector 
staff employees doubtless will be largely composed of 
the individuals who have been recently on the job 
and to some extent of recruits named on a spoils basis 
for lack of an eligible list. Gradually, through the 
process of training these persons and of recruiting 
new workers from civil service registers,® it is ex- 
pected that the level of efficiency will be built up. It 
appears improbable, however, while collectors are 
separately appointed on a political basis, that they 
will exhibit any large measure of Bureau of Internal 
Revenue esprit de corps.’® Indeed, there is evidence that 
as long as the present basis of managing deputy col- 
lectors and their functions is continued, low morale 
may be expected even though the feeling of separate- 
ness, resulting from the political appointment of 
the collector, were overcome. Among the expressed 
reasons for present field deputy collector dissatisfac- 
tion are: (a) feeling that personnel is under-paid in 
comparison with revenue agents; (b) feeling that the 
Bureau forces men to do many tasks for which they 
receive no “credit” (especially assignments for the 
Social Security Board, some of which the men believe 
to be foolish); and (c) the inadequacy, if not ineffh- 
ciency, of individual collector office management." 

The operation of the merit system as applied to 
Bureau of Internal Revenue personnel has been ad- 





7™The number of employees is rapidly increasing. The round 
figures shown approximate the numbers employed when jurisdiction 
of the Civil Service Commission was first extended to collectors’ 
offices. 

8 Speaking from observation in sample collectors’ offices, one may 
say that most clerical functions seem to be performed by reason- 
ably efficient individuals. 

®*See United States Civil Service Commission, Appointments 
through Civil Service, especially pp. 8 ff. There is also reason to 
believe that the merit rating plan prescribed by the Commission 
will improve conditions. Interview with Geo, J. Schoeneman, 
Deputy Commissioner of Internal Revenue, and certain colleagues, 
June, 1942. 

In an interview (June, 1942), Mr. Geo. J. Schoeneman, Deputy 
Commissioner of Internal Revenue, dissented from this viewpoint. 
He indicated collectors ‘‘cooperate well.”’ 


This article is the first of a series on tax administration. The series is adapted from 
a report the author submitted September 1, 1942, to the Committee on Intergovernmental 
Fiscal Relations, appointed by the Secretary of the Treasury (Federal, State, and 
Local Government Fiscal Relations, Senate Doc. No. 69, 78th Cong., ist Sess.). 
author is grateful to the Committee and the Treasury for making this study possible and 
for permission (without prejudice respecting the Treasury’s right to make any use of the 
original report) to publish it in the present form. Neither the Committee nor the Treasury 


is in any way responsible for the contents of this article. 


Mr. Martin, who is Director of the Bureau of Business Research, University of Ken- 
tucky, was assisted at certain points in the preparation of this series by Harry Davis, now 
Executive Assistant to Kentucky Commissioner of Revenue; H. Clyde Reeves, now an 
officer in the United States Navy; Orba F. Traylor, now an officer in the United States 
Army; and Glenn D. Morrow, Research Assistant, University of Kentucky Bureau of 


Business Research. 


Efficiency of Personnel in Tax Administration 


versely criticized. Respecting that part of the staff 
subject to civil service, it has been alleged that much 
is still to be desired. One writer says that assessment 
of Bureau personnel quality depends on viewing 
separately the administrative and the legal staffs. 
“The latter staff is good; the former can stand much 
improvement, both individually and in cooperative 
method.” 12, Taxpayer counsel attribute administrative 
and audit staff weaknesses to individual shortcomings, 
which of course, cannot be wholly avoided, and to 
improper personnel management.’* 


Merit Personnel in State Tax Administration 


If one examines the situation in respect of state tax 
administration employees, he is immediately im- 
pressed with the extent to which workers are selected, 
classified, promoted, compensated, and separated on 
partisan grounds rather than on the basis of merit 
considerations. Tax employees in Arizona, Idaho, 
Louisiana, Maryland, Missouri, New Mexico, North 
Dakota, South Dakota, Tennessee, and West Virginia 
are affected by election returns in a way that damages 
the efficiency of the personnel.’* Some variety of civil 
service agency or departmental merit system prevails 
in the tax departments of 18 or 20 states.?® Since there 
are included in this number many of the populous 
commonwealths, such as Massachusetts, New York, 
Illinois, Ohio, Wisconsin, and California, the indica- 
tions are that about half of the total state tax adminis- 
tration personnel is subject to a merit plan or possibly 
in some cases a counterfeit merit plan of control.’® 





11TIt should be observed that the author’s contacts with collector 
functions have been largely confined to three cffices, and only one 
of these has been surveyed in detail. 

122 J. M. Maguire and Philip Zimet, ‘‘Hobson’s Choice and Similar 
Practices in Federal Taxation,’’ Harvard Law Review, June, 1935, 
p: 1333. 

13 This subject will be taken up in a later installment of this 
series. 

One eminent midwestern federal tax attorney, after commenting 
on Bureau personnel practices, concludes as follows: ‘‘I now realize 
that the things I have been discussing are dependent for correction 
more upon the men who fix policies than upon the men who carry 
out those policies. Locally I believe the men are capable and are 
doing a good job of carrying out the policies of the Department as 
they are led to understand them. I believe that any change which 
would impress more deeply in taxpayers the proposition that their 
government is interested primarily in the fair and impartial ad- 
ministration of its tax laws must come from the administrative 
heads in Washington.”’ 

144 Walter W. Heller, State Income Tax Administration (unpub- 
lished doctor’s thesis), University of Wisconsin, Madison, 1941, 
p. 102. Recent developments appear to have altered the situation in 
some of these states, e, g., Louisiana and Tennessee. 

1% See for tabulation. Book of the States. 1943-44, pp. 215-218, The 
enumeration is incomplete, and not all of those mentioned have com- 
prehensive jurisdiction. Table I shows the facts for 31 states on 
the basis of tax department reports. 

Selection of state income tax personnel ‘‘comes as a rude shock to 
those who might have thought that states heeded and applied 
principles that should govern recruitment in income taxation.’’ 
Heller, op. cit., p. 90. 

1%3On a tax yield basis, 60 per cent was collected by the states 
with statutory merit systems. Collection data are from Bureau of 
the Census, State Tax Collections: 1941. 
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Moreover, unemployment compensation payroll taxes 
are administered generally, even in states which 
follow the spoils tradition in respect of other tax 
administration, under some sort of a merit system.” 
In addition to the formal civil service administration, 
there is a traditional arrangement in certain states 
whereby only high caliber men and women in most 
instances are chosen for tax administration purposes. 
In several states subject to turnover of clerical per- 
sonnel at each election, the technical and executive 
classes have avoided turnover to varying degrees. In 
Iowa, it is the field auditing staff that experiences 
political turnover.*® 





TABLEI. EMPLOYEE RECRUITMENT, CLASSIFICA- 
TION, COMPENSATION, AND ASSIMILATION 
IN 31 STATES, 1942 


No 
Yes No answer 
The state in which the tax department is 
located has provisions for: 

(1) A single personnel or civil service 
se eee Bre ee Se: 17 0 

(2) State-wide plan for employee classi- 
feation........ met ah) Man a 17 1 

(3) State-wide plan for employee com 
pensation ...... Ds icstal giphenacekave ee See 16 1 

(4) “In-service training” program for 
new employees..... oa eae 6 24 1 

(5) Manuals of instruction for new 
RR eee ee 11 18 Zz 


Source: The data, assembled by the University of Kentucky 
Bureau of Business Research through direct correspondence, are 
lacking even for a number of states which have considerable inte- 
gration of tax administration, e. g., New York, South Carolina, and 
Wisconsin. 


In some states the alleged merit system functions 
merely as a type of spoils mechanism. For example, 
in one state, in which several completely new tasks 
were provided by administrative action pursuant to 
new legislation, the civil service agency declined to 
conduct appropriate examinations for the new positions. 
Instead, over the protest of the operating department, 
it certified what were allegedly personally favored 
individuals who had taken some examination previous 
to the statutory change.’® 

Thus, on the whole, one may conclude that a little 
over half the state tax administration personnel has 
been selected and managed on the basis of formal 
merit requirements to roughly the same extent as was 
the manpower of the Bureau of Internal Revenue, 
inclusive of collectors’ offices. The remainder has been 
traditionally composed of individuals selected and 
maintained on bases not unlike those governing fed- 
eral collectors and their staffs. In other words, the 
proportion of positions subject to spoils appointments 
just prior to the executive order under the Ramspeck 

3ill was about the same in state as in federal tax 
administration. The general personnel situation in 
the states, however, has probably been less satis- 
factory than in the Bureau of Internal Revenue in that 
a larger proportion of the former’s total executive 
and technical staff is subject to spoils practices. Appli- 
cation of merit principles to the executive and auditing 
staffs of state tax departments as to those of the Bu- 
reau would undoubtedly increase efficiency to a great 
extent.”° 

From the above discussion, it must not be assumed 
that all the people selected and managed in keeping 


with a bona fide merit plan are highly suited for the 
¢ 

" Sixth Annual Report of the Social Security Board, 1941, p. 138. 

18 Heller, op, cit., p. 100. 

% Such practices appear to be confined to very few states—possibly 
to one state. 

It will be observed, however, that the head of the Bureau is 
politically appointed, 
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tasks assigned. Neither would it be wise to infer that 
all employees chosen on the basis of partisan or per- 
sonal considerations are incompetent. The truth is 
that the best merit plans result, occasionally, in 
selecting misfits and that the most thoroughly par- 
tisan approaches eventuate in the choice of some 
individuals who would do credit to any administrative 
structure. On the whole, however, specialists in the 
study of personnel management accept definitely the 
superiority of a merit program characterized by the 
usual examination techniques, by comprehensive 
classification systems, and by other management de- 
vices which are found in only a crude form, if at all, 
in states which lack bona fide civil service agencies. 
An exception, however, is found in the case of two or 
three states in which the tax department itself has set 
up, and now directly or indirectly operates, a merit 
personnel mechanism.”* 


Number and Compensation of 
Tax Administration Personnel 


An important determinant of tax administration 
efficiency is the number and compensation of the 
workers engaged. It is not reasonable to expect that 
a staff of 10 underpaid workers can do a job as well 
as 20 adequately paid individuals can do a ¢om- 
parable job. And yet in comparing certain phases of 
federal and state tax administration even greater 
discrepancies are involved. 


Size of Tax Administration Staff 


The size of the staff for administering various kinds 
of federal taxes varies to a remarkable extent. The 
number of employees needed to handle income and death 
taxes is relatively high, especially in the field service. At 
the end of the fiscal year 1941, for example, the regularly 
employed internal revenue agents for estate and in- 
come taxes totaled 5,490 persons as compared with 
63 for miscellaneous and sales taxes. This showing is 
misleading in that it omits the several other categories 
of manpower assigned mainly or entirely to income 
tax work” and the deputy field collectors who are 
engaged to some extent in income tax and also in 
miscellaneous and sales tax activity. However, the 
figures give some indication of the distribution of 
technical personnel. Even as between income and 
death taxes, there is a sufficient number of revenue 
agents in the field to investigate all estate tax cases 
but only enough to handle approximately 8 per cent 
of the total pay and no-pay income tax returns filed.” 
The total number of persons in service June 30, 1941, 
was 27,230.24 This represented 4,807 more persons 
than at the end of the preceding year. With continued 
extraordinary growth in the proportions of the Bu- 
reau’s assignment, it may be expected that still more 
sweeping increases will occur. Indeed, they are 
already taking place. 





21It appears that the Mississippi and Utah tax commissions are 
the most successful examples of departmental merit programs, The 
same approach was followed in Kentucky prior to the effective date 
of the Reorganization Act of 1936, that is, until a statutory per- 
sonnel division merit program superseded the departmental plan; 
since 1936, the Kentucky personnel division provided a pass eligible 
list, but the Department of Revenue is more exacting. ‘‘A hostile 
and spoils-minded state administration could play havoc with these 
systems, but they have thus far shown considerable durability.” 
Heller, op. cit., p. 97. The merit systems for handling unemploy- 
ment compensation personnel are akin to these; formally, they are 
superior, but one may doubt whether they actually secure more 
comnetent manpower. 

2E. g., technical staff, assistant general counsel’s staff, and 
intelligence unit. 


23 Computed from Annual Report of the Commissioner of Internal 


Revenue, 1941, pp. 4, 18-19, supplemented by conferences with 
Bureau staff, June, 1942. 
24 Tbid., p. 4. 
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Respecting the adequacy of the staff as 
a whole, differing viewpoints have been 
encountered. Many critics in and out of 
the Bureau service see a critical shortage, 
especially of technical personnel. Others 
suggest that estate tax work is over-staffed ; 
that, were collectors’ offices equipped with 
modern recording machinery and with good 
management in each office, they could do 
their present work with a fraction of the 
existing staff; and that the bureaucratic 
organization, especially in Washington, 
demands an excessive number of employees. 
Whatever may be the correct answer to 
these observations, it seems apparent that 
the technically well-trained personnel in 
miscellaneous and sales tax work is not 
excessive. The refusal of the Treasury to 
seek exemption from the military draft for 
highly technical staff has constituted a 
serious and expensive drain on experi- 
enced technicians. 

In state tax administration, the variation 
is even greater than in Bureau practice.” 
The complete facts are not available, but 
it is possible to give some indication of the 
situation in certain states. Table II does 
this in respect of the one or two principal 
tax administration agencies for which data 
are available. It has been assumed that 
federal personnel may be reasonably im- 
puted to the various states for which state 
data are available on the basis of total dis- 
bursements for collectors of internal revenue 
for the fiscal year.?® It will be kept in 
mind that the figures for the several states 
are not comparable, because different jobs 
are covered in each as indicated. 


In addition to variability, the inadequacy 
of staff in many states is apparent. This 
phase of the situation can be made clearer 
by comparing income tax audit personnel 
in certain states for which figures are at 
hand with similar staffs of the Bureau of 
Internal Revenue. The data are available 
on a basis not entirely comparable. For 
example, the territory covered by federal 
revenue agents is not always coterminous 
with the state boundary and no attempt is 
made in the table to include the technical 
staff or the intelligence staff as part of the 
field staff in each state. The comparison 
in Table III is for 1940, as later statistics 
are even less comparable. 


To some extent the extraordinary dis- 
tortion reflected in particular cases may 
result from variations in policy. For ex- 
ample, area coverage in the case of New 
York is comparatively satisfactory; but 
the difference in staff size is not as great 
as the table shows because New York 
State has a policy of heavy emphasis on 
office audit.27 In Kansas, on the other 
hand, the table may perhaps exaggerate 
the state’s relatively favorable position, 
though facts available are inadequate for 





* This might be anticipated from diversity in gen- 
eral administrative policy outlined in this and the 
four following installments. 

*% Annual Report, op. cit., pp. 186-189. 

7 Heller reports about 157 persons thus engaged; 
op. cit., p. 107. 









TABLE II. COMPARISON OF THE NUMBER OF STATE TAX 
ADMINISTRATION EMPLOYEES HANDLING CERTAIN 
TAX WORK AND THE NUMBER OF FEDERAL EM- 
PLOYEES THAT MAY BE IMPUTED TO THE 
SAME STATE, 1941 


Number of 
Number _ Bur. of Int. Rev. 
of state employees im- 

































































State Taxes administered employees _ puted to state 
Arkansas—Death, gasoline, income, liquor, 

sales, severance, and tobacco............. 314 191 
California—Corporation, franchise, gasoline, in- 

surance, liquor, property, sales........... 2,225 1,879 


Colorado—Chain store, franchise, gasoline, in- 
come, liquor, mining, motor vehicle, prop- 


CI ON NNN ase os sks Susie oe 309 245 
Connecticut—Cigarette, death, income, insur- 

ance, liquor, and property..... .......... 95 463 
Delaware—Chain store, death, income, and 

1 ea ene Weve bitin nN tans Pena 47 82 
Florida—Chain store, death, and gasoline..... 75 354 


Georgia—Death, franchise, gasoline, income, 
insurance, liquor, motor vehicle, property, 


I c's: arpa whee h nrpeliaveses Gakcatace Sake 380 354 
Illinois—Property and sales.................. 821 1,906 
Indiana—Chain store, death, and property..... 48 436 
Iowa—Beer and malt, chain store, cigarette, 

death, income, property, and sales......... 305 463 
Kansas—Beer, cigarette, death, gasoline, in- 

come, property, and SalesS....... . 6 sec0ss% 430 327 
Kentucky—Chain store, cigarette, death, fran- 

chise, gasoline, income, liquor and property 204 354 
Louisiana—Chain store, gasoline, income, liquor, 

motor vehicle, severance, and tobacco..... 447 300 
Maine—Gasoline, insurance, property and tobacco. 26 191 
Michigan—Property, sales, and severance..... 580 1,008 
Minnesota—Death, gasoline, income, property, 

pee ee 115 545 
Mississippi—Chain store, death, franchise, in- 

come, liquor, property, sales, and tobacco. . 160 163 
Missouri—Income and sales.................. 306 735 
Montana—Chain store, death, gasoline, income, 

I 5s rs oN ut iden Dee uuauia oe 38 163 
Nevada—Gasoline, liquor, property, and sever- 

RE ISTE EE AIRE Ce Lepe teme e TIO I ee 6 82 
New Hampshire—Property and tobacco...... 30 136 
New Jersey—Death, franchise, gasoline, insur- 

ance, liquor, and property ............5.....+. 406 1,062 
New York—Death, franchise, gasoline, income, 

liquor, property, and tobacco............. 1,365 4,547 
North Carolina—Chain store, death, franchise, 

gasoline, income, and sales............... 290 327 
North Dakota—Death, income, liquor, property, 

eR anes eRe hee 53 109 
Ohio—Death, franchise, gasoline, liquor, prop- 

erty, Sales, and tObacee. .... .......060. 06 692 1,470 


Oklahoma—Death, franchise, gasoline, income, 

liquor, motor vehicle, property, sales, sev- 

CTANGE, ANG TONACCO ....o.55 bo biasiewee.s S22 354 
Oregon—Income, property, and tobacco....... 65 272 
Rhode Island—Death, franchise, gasoline, in- 

surance, liquor, motor vehicle, property, 


ihe IEC ARETE SPS Tt ein 31 191 
Utah—Death, gasoline, income, insurance, liquor, 

motor vehicle, property, sales, and tobacco 190 109 
Vermont—Beer, death, income, property and 

On ee een a ee eran 64 109 
Virginia—Death, income, liquor, merchant’s 

ere 62 381 
Washington—Death, property, sales, and tobacco 210 436 


West Virginia—Business and occupation, chain 
store, death, gasoline, income, liquor, prop- 





Sn ee NE A ane 159 245 

Wisconsin—Death, dividend, and property, in- 
eee 200 654 
M8 05 ook dk Deo nckainee Mn nata 11,270 20,643 


Source: State data, assembled by the University of Kentucky Bureau of 
Business Research through direct correspondence, are lacking for certain 
states. Federal statistics are based on those published in the Commissioner’s 
Annual Report, op. cit., pp. 4, 186-189. The number imputed to each state 
is predicated on the proportion of the total represented by the disburse- 
ments for collectors of internal revenue compared with total disbursements 
for that purpose. 
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TABLE III. NUMBER OF AUDITORS EMPLOYED IN 
FEDERAL AND STATE INCOME TAX WORK IN 
SELECTED STATES, 1940 


Federal 
Number of 

Division revenue agents State 
Ciiiectta San Francisco ........<:. 134} 64 
: F BOG FUMMOIES 65 oc ek 6 dew 134 8 
Colorado OO aa eres 42 8 
Kansas i 10 
Kentucky Lowisville ........ tes ae 7 
Louisiana ~~ ew Orleans............. 3 20 
Maryland Baltimore ........:...+.3 IZ 41 
Massachusetts I. ioc, dca Sete Sey: chaise 150 22 
Missouri eS, oe «ace 9 
New York New York Area...... saree 52 
Virginia Richmond .......... a 7 
Wisconsin Oe 49 35 


Source: Federal data from Quarterly Survey: administrative and 
audit activities July 1-September 30, 1940, p. 30; state figures from 
Heller, State Income Tax Administration, p, 107. It is important 
to understand that the entire division is shown for federal agents 
even in those cases in which the division is not coterminous with 
the state. The state figures, according to Heller, represent some 
degree of arbitrariness in certain cases, 





certainty. In any event, there is little 
doubt that in most states the income tax 
field staff is altogether too small for the job. 


Salaries of State and Federal Personnel 


If the number of tax administration 
workers in the several states is inadequate, 
the salaries of such employees are equally 
so, especially at the technical levels. The 


higher than in any entire state tax administration 
department for which data can be found, is much 
nearer the state level than are average salaries in the 
other units of the Bureau. 


Perhaps duties of auditors and appraisers are as 
nearly comparable in the federal and state tax service 
as any classes of technical employees. Clerical workers, 
especially stenographers and general clerks, are also 
charged with similar duties. Table IV undertakes to 
set out the facts on these two categories of employees 
as far as they are available. The table should be 
studied with the doubtfui reliability of state figures 
in mind. The general array of data shown, however, 
undoubtedly reflects with fidelity the federal-state 
salary comparisons for these two reasonably com- 
parable categories. It is of interest that salaries of 
clerks in collectors’ offices average more than $500 
in excess of those in revenue agents’ offices. The 
salary paid in the latter, on the other hand, averages 
well above the typical amounts paid in any except a 
very few state tax offices. 


TABLE IV. AVERAGE SALARIES PAID SPECIFIED CLASSES 
OF EMPLOYEES IN FEDERAL AND STATE TAX 


ADMINISTRATION, 1941 


Auditors and Appraisers Clerks, etc. 
























California and Wisconsin tax staffs are 
perhaps the best paid in the states, and 
yet Heller ** shows that, aside from the 
very lowest levels, the technical income 
tax personnel of Wisconsin are paid $400 
to $600 less than comparable federal in- 
come tax field workers. The California 
salary schedule is substantially similar to 
Wisconsin’s as to the general level of pay 
for experienced personnel. 

Essentially the same observations apply 
in respect to death tax personnel, save that 
in many states employment of technicians 
for death tax work is severely restricted.?® 
The appraisers’ salaries, for example, are 
definitely lower than federal revenue agents’ 
salaries—especially the pay of those agents 
assigned to estate and gift tax work. 

Because the number of revenue agents 
assigned to miscellaneous and sales taxa- 
tion is so small, and the personnel for this 
work is drawn so largely from the col- 
lectors’ staffs, the average compensation 
in excise administration is not nearly so 
different in state and federal service. At 
the same time, federal salaries for execu- 


State Federal Collectors’ 

agents’ office 

approxi- clerical clerks, 

mate Federal ave. employees etc.—all 

stateave. all states states 
Askansas ... 2.0. $2,312 $1,205 
Arizona ......... 1,800 eae 
California 3,060 1,200 
Colorado ........ 1,850 1,400 
Connecticut ..... 2,400 1,380 
Delaware ........ 2,760 1,190 
Piovids .......... 2,400 1,500 
Georgia 1,800 1,080 
See 1,680 1,500 
Illinois ....... 2,680 1,540 
Idina .. 6.36. 2,500 1,400 
ME iid ice anc ewa 1,800 1,210 
Kentucky 1,950 1,210 
Louisiana 2,112 1,416 
Michigan 2,500 1,300 
Minnesota 2,309 1,400 

$3,380 $1,649 $2,189 
Mississippi 2,350 1,185 
Missouri ...... 1,800 1,500 
Montana 1,960 1,200 
Nevada - 2,400 1,800 
New Hampshire 2,100 1,090 
North Carolina 1,760 1,080 
NO se cen . 1,780 1,180 
Oregon ........ 2,400 1,080 
Rhode Island ..... 2,000 1,200 
Tennessee 2,800 1,500 
(Vo: 2,100 1,350 
MS ae 2,700 1,006 
Virginia ...... -. ¥900 1,190 
West Virginia.... 2,100 1,620 
Wisconsin ....... 3,100 1,200 


Source: 




















tive functions are well above those paid in 
most states.*° Thus, the average salary 
in the entire federal income tax unit is 
$2,331 and in the accounts and collections 
unit only $1,958. The latter, although 


% Walter W. Heller, ‘‘Comparative Income Tax 
Administration, with Special Reference to Wiscon- 
sin,’’ unpublished manuscript, p. 26. 

2 The number of appraisers and auditors is espe- 
clally scanty. Thus, clerical workers bulk large in 
the average. 

* The sources of this section except as indicated 
are the federal budget documents; the ‘‘Organiza- 
tion Report of the Internal Revenue Service as of 
November 30, 1941'’; the organization charts of the 
Bureau; and conferences and correspondence with 
Bureau and state officers. 
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Revenue Service as of November 30, 1941. 
salaries of agents in charge, which average $6,332, nor do they include 
personnel under the district supervisors or operating directly from Wash- 
ington. Technical staff officers, who are essentially in the category ‘‘auditors, 
appraisers, etc.,’’ receive average compensation of $4,810. 
estimated from information supplied the University of Kentucky Bureau of 
Business Research by mail. 
submit statistics from which weighted averages can be directly and accu- 
rately computed; others give figures in terms of ranges, and an estimation 
procedure of varying reliability must be adopted. 
for one agency are at hand; in other cases two or more report. 
statistics are omitted outright unless a reasonably reliable figure can be 
shown. The federal figures respecting clerks, etc. are reported ‘‘clerks, 
janitors, and messengers,’’ and the state data are for ‘‘clerks, stenographers, 

The instructions as to the latter were to include collectors, not 
auditors, but the estimate attempts to exclude field collectors. 
clerks and only field office federal clerks have been included, and the latter 
only to the extent indicated. 


February, 1944 


Federal data are from Organizational Report of the Internal 
The auditor data do not include 


State data are 


Some of the agencies supply averages; some 


In some cases figures 
The state 


All state 
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Prevalence of Conditions Conductive to 
Good Administration 


Although fundamentally the most important condi- 
tions with respect to tax administration personnel are 
the caliber of individuals employed, the salaries paid, 
and the maintenance of morale based on growing 
efficiency in an organization with not too much turn- 
over, the existence of certain attitudes and behavior 
types may be taken as supporting evidence regarding 
the general tone of the personnel situation. Among 
the important criteria of administrative effectiveness 
in an organization involving public relations, as does 
tax administration, are the prevalence of courtesy, 
helpfulness, integrity, and the impression of compe- 
tence conveyed to persons who have occasion fre- 
quently to make contact with the organization. The 
relative extent to which these conditions exist in 
federal and in state and local tax administrations 
should, therefore, be studied with some care. The 
method of investigation which has been followed is 
that of visits to tax administration agencies and of 
conferences with taxpayer representatives. The im- 
pressions derived from a synthesis of taxpayer views 
does not supply conclusive evidence in respect of this 
matter; but it can be assumed, in the absence of infor- 
mation to the contrary, to establish a prima facie case. 
Since the situation differs apparently with respect to 
different taxes, it may be helpful to consider the evi- 
dence as exhibited in the case of each of several 
important tax measures. 


Conditions in Death Tax Administration 


Omitting consideration of the fact that occasional 
individuals in every branch of the public service cause 
friction with taxpayers, it appears certain that federal 
and state death taxes constitute an area within which 
there is least evidence of taxpayer dissatisfaction.*? 
Over and over again, throughout the several sample 
states used for the purpose, testimony has been offered 
that both federal and state personnel concerned with 
death tax administration is courteously helpful and 
scrupulously honest. The superiority in these respects 
of federal estate and gift tax agents over the personnel 
of other services—for example, income tax agents in 
the same divisions—appears to result from the more 
stable tenure and possibly higher average compensa- 
tion said to characterize the estate tax agents’ groups. 

Although testimony is fairly general that estate tax 
administration proficiency is found indiscriminately in 
various federal jurisdictions, one complaint respecting 
the service is offered almost everywhere ; namely, that 
federal personnel is less cooperative than state em- 
ployees in expediting settlements. Among fiduciaries 
generally, and trust companies particularly, there is 
pressure to close death tax cases. In every state 
studied the evidence is almost conclusive that state 
employees cooperate more effectively than do the 
Bureau’s revenue agents. The following excerpt from 
a letter by one of the country’s outstanding private 
estate and inheritance tax attorneys illustrates the 
issue so well that it is quoted. 

“Tn Connecticut the State Inheritance Tax Office is 
right up to its work If a fiduciary knows his business 
and cooperates from the start to dispose of any debatable 


questions, it ordinarily happens that the computation of the 


succession tax will be mailed 24 hours after the return is 
received. 


“I am not trying to boast about Connecticut or to make out 
that its death tax administration is unusual; I believe it is 





31 The statements in the text refer to state and federal personnel. 
As to local workers involved in many states, the scanty information 
available suggests a less happy conclusion. 
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typical of most states. The important thing is that every 
effort be made to close estates quickly. It is realized that heirs 
and legatees are often in great need of money and have a strong 
interest in the prompt settlement of estates. 

“The federal government largely ignores this.” ™ 

Such a criticism might be justified by Bureau 
policy; more likely the difficulty stems mainly from 
circumstances unfavorable to central handling. If so, 
conditions described are probably not susceptible of 
complete Treasury correction. 


One other complaint is infrequently registered in 
respect of federal personnel; that is, that agents take 
what taxpayers regard as an unfair attitude in order 
to increase the tax liability.** The primary occasion 
cited is the valuation of stock in closely held corpora- 
tions and of other unlisted securities, although in a 
few instances the same sort of objection has been reg- 
istered in the case of real estate valuations.** 


It would not be an exaggeration despite individual 
situations such as Mr. Knapp points out, however, to 
say that, on the whole, the revenue agents assigned to 
federal estate and gift tax work enjoy perhaps the 
most enviable reputation to be found in any branch 


of American tax investigation service, federal or 
otherwise. 


State death tax administration working conditions 
vary. From many parts of the country testimony of 
trust officers and attorneys evidences a high level of 
technical efficiency. This view is sustained as to sev- 
eral states by personal investigation. The states 
having most large estates, with one exception, appear 
to be handling death taxes better than they administer 
other revenue laws. 


On the other hand, there is good reason to think 
that in many states death taxes are miserably handled. 
One reason for this is division of administrative re- 
sponsibility between state and local officials in certain 
states. The spoils factor too is especially important 
in this connection, because anyone charged with mak- 
ing death tax decisions must perforce spend a long 
apprenticeship before he is proficient. Despite this 
necessity, there is too much direct connection be- 


tween inheritance, gift, and estate tax staff tenure and 
election returns.*® 


Taxpayers believe that the federal technical staff is 
relatively unprepared to deal with estate tax prob- 
lems. The complaint may perhaps mean that technical 
staff men who must sometimes handle death tax cases 
are essentially income tax experts. In some communi- 
ties where the technical staff personnel is held in 
highest regard as respects income and excess profits 
tax problems some taxpayers’ counsel advised that 
the staff is consistently avoided in difficult estate tax 


[Continued on page 88] 





32 Letter from Farwell Knapp, May 19, 1942. 

33 A passage in Mr. Knapp’s letter—typical of several scattered 
expressions on the point—reads as follows: ‘‘Some years ago I was 
told by a man, now retired from federal service, but then holding 
a high and responsible position under Mr. Morgenthau, that all 
federal field agents (income tax, estate tax, etc.) had been verbally 
advised that their vacations and promotions depended on their 
success in recommending deficiency taxes and making them stick. 
My informant was a loyal Democrat and New Dealer, so that 
there was no political hostility between him and Mr. Morgenthau. 
My informant was in a position to know the truth whereof he 
spoke. Perhaps he was mistaken nevertheless, or perhaps he was 
then correct but is no longer.’’ Loc. cit. See fifth installment. 

31There is most cordial fiduciary resentment of use of such 
valuations as ‘‘trading material.’’ Objection to agents’ efforts to 
secure agreement to their findings by ‘horse trading’’ is wide- 
spread, but the objection is raised as to agents doing estate tax 
work in only a few communities. 

% After first-hand study in about one-third of the states, mostly 
states in which responsibility is shared with local officials, Dr. Wal- 
ter Heller in an interview, June, 1942, referred to the death tax 
administration in all except two of the states visited as ‘‘a sorry 
affair.’’ 
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HE purpose of this article is to outline the 
accounting procedure involved in the purchase, 
ownership, and sale of securities. At the same 

time, those provisions of the income tax which govern 

or have a bearing on transactions in securities will be 
given proper consideration. 


It is not necessary for an elaborate or complicated 
accounting system to be installed in order to handle 
transactions in securities for the individual investor. 
Where a system is already in operation for other pur- 
poses, the addition of a few pertinent accounts and, 
for larger investors, subsidiary records, is all that is 
required. Of paramount importance, however, is a 
knowledge of the functions of the accounts and their 
over-all relationship to the system as a whole. To be 
specific, only ten general ledger accounts are neces- 
sary to take care of transactions arising out of the 
ownership of stocks and bonds even for a large and 
diversified portfolio. They are as follows: 

Asset Accounts: 

Bonds (Control account) (Subsidiary records where nec- 

essary) 

Stock (Control account) (Subsidiary records where nec- 

essary) 

Accrued Interest on Bonds 

Accrued Interest Purchased 
Income Accounts: 

Interest on Bonds 

Dividends 

Profits on bonds sold 

Profits on stocks sold 
Expense Accounts: 

Losses on bonds sold 

Losses on stocks sold 


Brokers’ Commission 


It is important to note that the cost of securities 
must include the broker’s commission. Income tax 
regulations covering this matter provide as follows: 

“Commissions paid in purchasing securities are a part of the 
cost price of such securities. Commissions paid in selling secu- 
rities, when such commissions are not an ordinary and neces- 
sary business expense, are an offset against the selling price.” 

In the past there has been a great deal of controversy 
as to the propriety of including the broker’s commis- 
sion in the cost of securities as opposed to the pro- 
cedure of treating it as a separate expense item. 
Conflicting decisions of lower tribunals resulted in 
placing the question before the Supreme Court, where 
the matter was decided once and for all in Helvering 
v. Winmill, wherein the Court upheld that part of the 
Commissioner’s regulations which ruled that com- 
missions paid on the purchase of securities were not 
deductible, but were part of the cost of the securities. 
After this decision had been handed down, further 
controversy arose as to whether selling commissions 
should be allowed as a business expense or as an offset 
against the selling price of securities. Here again, in 
Spreckels v. Helvering, the Supreme Court upheld the 
Commissioner’s regulations which provide that selling 
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By H. ARNOLD STRANGMAN 


Mr. Strangman’s articles always contain many practical suggestions which 
he knows from actual usage are a decided aid in tax accounting. 








commissions must be treated as an offset against the 
selling price of securities. The distinction is impor- 
tant where capital gains and losses are involved. If 
commissions were to be treated as regular deductions, 
the benefit to the taxpayer would apply not only to 
the extent of the normal tax but also to the highest 
applicable surtax rate; whereas if they are treated as 
an offset against the selling price, the benefit is lim- 
ited to the rate of capital gain or loss involved. 


Stocks 


Stocks will be given consideration first as, generally 


speaking, they do not offer as many problems as 
bonds. 


Where stocks of several different corporations are 
owned, it is well to maintain a subsidiary record, using 
a separate sheet for each stock. The Control account 
for stocks in the general ledger may be posted monthly 
from the cash records; and after posting, the balance 
of this account should equal the aggregate balances 
of all the sheets in the subsidiary record. It is a good 
plan to note the stock certificate numbers on these 
sheets as this facilitates the identification of shares 
when sales are made. Income tax regulations require 
that where shares of stock are sold from lots purchased 
on different dates or at different prices, and the iden- 
tity of the lots cannot be determined, the stock sold 
must be charged against the earliest purchases. How- 
ever, in a case where a short sale was covered by 
identified shares the “first-in”’, “first-out” rule was 
not applicable. It was held that what was done gov- 
erns and not what was intended, and the profit had 
to be computed on the basis of the cost of the identi- 
fied shares. 


Gain and Loss 


When stocks are sold at a price higher than the 
purchase price only the cost is credited to the Stocks 
control account in the general ledger (and the sub- 
sidiary record), the profit being recorded in a separate 
account designated “Profits on stocks sold”. In the 
event that stock is sold at a price lower than cost 
involving a loss, the Stocks control account in the 
general ledger (and the subsidiary record) should be 
credited with the proceeds of sale. To record the loss, 
a journal entry would be made debiting “Losses on 
stocks sold” and crediting “Stocks control account”. 
The loss also would be recorded in the subsidiary 
record. 

Let us consider the following stock transactions: 
Jan. 4 Bought 100 General Telephone @ 19%: Cost 

19 Bought 100 General Telephone @ 19 : Cost ....... 1,939 
31 Sold 100 General Telephone @ 22 

The shares sold are identified as those purchased on 
Jan. 4 @ 19%. The above transactions would be 
recorded on the subsidiary record as follows: 
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in 


GENERAL TELEPHONE CoO. 
Common stock. Par value $10.00 per share. 


Date Cert. 
1943 Item No. Ref. DR CR_ Balance 
Jan. 4 Bought 100 @ 19%... 4887 Ck. 4 1951.00 1951.00 
19 Bought 100 @ 19 ... 4909 Ck. 7 1939.00 3890.00 
31 Sold 100 @ 22 ... 4887 C. 9 1951.00 1939.00 


As regards the 100 shares sold, the entry in journal 
form would be as follows: 


DR CR 
NI ners ciia  coelen at ictraien ante OE lane ots tee 6 even ete 2159.00 
Stocks (General Telephone)—Cost........... 1951.00 
tee ee ere 208.00 


Dividends 


All dividends received should be credited to the 
income account “Dividends” in the general ledger. 
An analysis sheet for this account may with advan- 
tage be kept showing dividends received month by 
month throughout the year, as follows: 


Company Jan. Feb. Mar. Apr. May 
Alpha BMitg. Ce......... 100.00 100.00 
Best Limo. €e......... 150.00 150.00 
Con. DEG Ge. ...5.60 45 200.00 200.00 


Where historical data are desired for dividends it 
is recommended that a separate record be kept for 
this purpose in preference to using the reverse side 
of the sheets in the subsidiary record. Sheets for 
stocks which have been disposed of probably will be 
removed from the current record from time to time 
into a transfer binder, and this would split up the 
record which is not only inconvenient, but detracts 
from its practicability. 

The following is a specimen sheet for “Dividend 
Record”: 

GENERAL TELEPHONE CO. 
1940, $1.75 per share 1943, $2.25 per share 


1941, 2.00 per share 1944, 

1942, 2.20 per share 1945, 

Date No. of Per Div. Record 

1943 shares_ share No. Date Ref. Amount Total 
1/15 100 -50 48 12/20/42 c.. 39 50.00 

4/15 100 -50 49 3/20/43 C. 28 50.00 

7/15 100 -50 50 6/20/43 C. 38 50.00 

10/15 100 -50 51 9/21/43 C. 47 50.00 

10/15 100 25 Extra Cc, a 25.00 225.00 





Dividends Paid in Property 


Where a dividend is paid wholly, or in part, in any 
medium other than money, the property received 
other than money must be included in gross income 
at its fair market value at the time it becomes income 
to the shareholder. For instance, where a corporation 
sold a franchise to another corporation and received 
cash and notes payable, and immediately endorsed 
the notes to the two stockholders, the notes consti- 
tuted dividends and were taxable in full to the stock- 
holders in the year of receipt even though the notes 
were not all paid in that year: and where a taxpayer 
received from corporation “A” a dividend in the stock 
of corporation “X” in which he also held a stock 
interest, it was held that the taxpayer was in receipt 
of taxable income to the extent of the fair market 
value of the stock received. 


Stock Dividends 


A distribution made by a corporation to its share- 
holders in its stock must be treated as a dividend to 
the full extent that it constitutes income to the share- 
holders. In general, a stock dividend constitutes in- 
come if it has the effect of giving the shareholder an 
interest different from that which his former stock 
holdings represented. It does not constitute income 
if the new shares confer no different rights or interests 
than did the old—in other words, if the same propor- 
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tionate interest in the net assets of the corporation is 
maintained. In a recent case the Supreme Court held 
that a mere difference in the character of the shares 
issued as dividends from the character of the shares 
on which the dividends were declared does not result 
in the receipt of income: there must be a change 
brought about by the stock dividends so that the pro- 
portional interest of the stockholder, after the distri- 
bution, is essentially different from his former interest. 
The Supreme Court has ruled that a stock dividend 
of non-voting common stock distributed to holders 
of the voting and non-voting common stock (the only 
outstanding shares) was not taxable to a holder of 
some of the voting common shares: also a cumulative 
non-voting preferred stock dividend distributed to the 
owner of all the common stock, where such common 
stock was the only stock outstanding at the time the 
dividend was declared, was held to be non-taxable. 
Perhaps the following examples may help in clarifying 
this matter: 

Non-taxable stock dividend: The “M” corporation 
has authorized capital stock of 10,000 shares Common, 
par value $10.00 each, of which 6,000 shares are out- 
standing. It has Surplus in amount $8,000. $6,000 is 
transferred from Surplus account to Capital stock 
account, and 600 shares, total par value $6,000, dis- 
tributed pro-rata to shareholders as a stock dividend. 
This stock dividend does not constitute income to the 
shareholders. 

Taxable stock dividend: The “N” corporation has 
authorized capital stock of 10,000 shares 5 per cent 
Preferred, par value $100.00 each of which 5,000 shares — 
are outstanding: also 25,000 shares of Common stock, 
par value $10.00 each, of which 15,000 shares are out- 
standing. It has Surplus in amount $50,000. In pay- 
ment of the annual dividend on the 5,000 shares of 
Preferred stock in amount $25,000 it issued 2,500 
shares of Common stock, total par value $25,000, after 
transferring $25,000 from Surplus account to Com- 
mon stock capital account. The Common stock dis- 
tributed constitutes a taxable stock dividend to the 
Preferred stockholders. 


Stock Rights 


The issuance by a corporation to its shareholders 
of rights to subscribe to its stock does not necessarily 
give rise to taxable income: for instance, a shareholder 
may neither subscribe to the new stock nor sell the 
rights. However, in the event that a shareholder sells 
the rights there may be a gain or loss on the trans- 
action. In order to determine the amount of such gain 
or loss it is necessary to establish a value for the 
rights at the time they are acquired. This is accom- 
plished by pro-rating the cost of the stock in respect 
of which the rights were acquired between the stock 
and the rights on the basis of the respective values 
at the time the rights are issued. The following exam- 
ple is presented in order to show the practical applica- 
tion of this procedure: 

Example: 100 shares purchased at a cost of $10,000 
in respect of which 100 rights to subscribe’ to 100 
additional shares at $90 per share are received. The 
market value of the stock when the rights are issued 
is $95, and of the rights, $2.00 each. 
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Cost of original stock—100 shares at 100...... $10,000 


Market value of stock when rights are issued— 


SG RES ESS SR a ane eae eee EaE raps $ 9,500.00 
Market value of rights—100 rights at 2..... 200.00 
$9,700.00 


Cost of OLD stock apportioned 9500 





IIE We aoe, fie atater ai ae acace wate of $10,000 $ 9,793.82 

9700 

Cost of OLD stock apportioned 200 
to rights ........ Leseccceeee === Of $10,000 206.18 
9700 —_——— 
$10,000.00 

(A)—Rights are sold for $300: 

Proceeds of sale of rights—i00 at $3 .. $ 300.00 
Cost of OLD stock apportioned to rights ; 206.18 
Gain on sale of rights.................. ; a 93.82 


The adjusted cost of the OLD stock is $9,793.82, 
that is 100 shares at 97.9382 per share. 

(B)—New shares subscribed for: 
Cost of OLD stock apportioned to rights 206.18 
Subscription to NEW shares—100 at 90 9,000.00 


Cost of new shares.. $ 9,206.18 


The cost of the new shares is $9,206.18, that is 100 
shares at 92.0618 per share; and the adjusted cost of 
the OLD stock is $9,793.82, that is 100 shares at 
97.9382 per share. 


Bonds 


When bonds are purchased between coupon or 
interest dates, the interest that has accrued from the 
last prior coupon date to the date of purchase must 
be paid for. Accrued Interest thus purchased should 
not be included in the cost of the bonds. It should 
be debited to an asset account designated, say ““Ac- 
crued Interest Purchased”. When the next coupons 
(or interest) after purchase are collected, only that 
portion thereof pertaining to the period of ownership 
of the bonds constitutes “Income”. As an example, 
let us consider bonds purchased on June 1, the last 
coupon date being February 1. When the bonds are 
acquired, interest that has accrued from February 1 
to June 1 must be paid for. When the next coupons 
are collected on August 1, however, the account 
“Accrued Interest Purchased” would be credited with 
two-thirds covering the four months February 1 to 
June 1; and the account “Interest on Bonds” credited 
with one-third covering the two months June 1 to 
August 1. Subsequently, of course, the full amount 


of coupons, or interest, would be credited to “Interest 
on Bonds”. 


A subsidiary record should be maintained for bonds 
where necessary, a separate sheet being used for 
bonds of each unit of issue; also for bonds of different 
maturity dates, coupon rates, etc., of the same issuing 


unit. For example, separate sheets would be main- 
tained for the following bonds: 


United States Treasury: 1% per cent, due 3/15/48 


ly “ 3/15/49 
2 ” a3 “3/15/49 
2 i in “3/15/50 
oe “3/15/50 


When bonds are sold at a price above the purchase 
price, only the cost should be credited to Bonds con- 
trol account in the general ledger (and subsidiary 
record). The profit should be credited to “Profits on 
bonds sold”. Where bonds are sold at a price below 
the purchase price involving a loss, the net proceeds 
of sale should be credited to Bonds control account 
in the general ledger (and subsidiary record), and a 
journal entry made to record the loss, debiting “Losses 
on bonds sold” and crediting “Bonds control account”. 
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Bond denominations and numbers may be recorded 
on the subsidiary record sheets if desired; or the 
“confirmations” received from brokers (which usually 
include bond denominations and numbers) may be 
used for this purpose, being either kept on file in 
alphabetical order or, if holdings are large and trans- 


actions numerous, in a separate file or envelope for 
each issue. 


Accrual Basis 


Where accounting records are maintained on the 
accrual basis, the amount of interest on bonds that 
has accrued to December 31 each year should be 
included in income for the year. This may be handled 
by journal entry: 

DEBIT—Accrued Interest on Bonds 


CREDIT—Interest on Bonds (Income) 


The account “Accrued Interest on Bonds” may with 
advantage be supplemented by a list of bonds and the 
amounts of accrued interest for each, as follows: 


Period from Amount of 


Par Annual lastcoupon interest 
value Bond interest date to 12/31 accrued 
$100,000 Associated Electric 5 
per cent due 6/1/52.. $5,000 1 month $ 416.67 
100,000 Irwin School District 4 
per cent due 10/1/60.. 4,000 3 months 1,000.00 


When the first coupons are collected the following 
year, distribution would be pro-rated between “Ac- 
crued Interest” and “Interest on Bonds”, For example, 
on the following June 1 when coupons are collected 
on the $100,000 Associated Electric bonds, 5 per cent 
due 6/1/52 in amount $2,500, distribution would be 
as shown in the following journal entry: 


DR CR 
RI ah ori t tet co rece iets ake j Oi Os ot eat nies oat $2,500.00 
Accrued Interest (12/1 to 12/31—one 
month) ....... Se aaron ett $ 416.67 
Interest on Bonds (Income) (1/1 to 6/1— 
| RE eR ay Ue ee ee 2,083.33 


Tax Status 


Interest on bonds may be: (a) Tax Exempt, e. g. 
interest on bonds issued by State or Municipal gov- 
ernments, (b) Partially Tax Exempt, e. g. interest 
on certain bonds issued by the Federal government 
is exempt from the normal tax, but interest on ONLY 
$5,000 of the principal of bonds is exempt from the 
surtax, (c) Two per cent tax paid. Bonds are some- 
times issued which contain a provision that the issuing 
corporation will pay two per cent of the tax on the 
interest, and (d) Fully Taxable. All other bonds are 
fully taxable, including United States Savings Bonds, 
Series “E”, “F”, and “G”. Bonds of Series “E” and 
“F” are “Accumulation Bonds”, that is they are issued 
at a discount. The Series “E” bonds, for instance, are 
sold at prices of $18.75, $37.50, $75.00, $375.00 and 
$750.00, increasing in value after ten years to $25.00, 
$50.00, $100.00, $500.00, and $1,000.00, respectively. 
For income tax purposes, the owners may elect to 
include as income each year the amount of the incre- 
ment in value of their bonds in that year; or they may 
wait until the bonds mature and report the total 
amount of the increment in value as income for such 
year. 

The “Interest on Bonds” account in the general 
ledger may be supplemented by an analysis sheet 
showing interest received by months; and where 
bonds of various categories as to interest are owned, 
e. g. Tax Exempt, Fully Taxable, etc., separate an- 
alysis sheets for each category should be maintained. 
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The following is a specimen analysis sheet: 


INTEREST ON BONDS (TAX EXEMPT) 
Bond Jan. Feb. Mar. April May June 
Alpha School District: 
ey eer 500.00 
rarer 750.00 
eS 800.00 
5—4/1/54 Peeve tite, aie 600.00 


The “tax status” of all bonds owned should be 
noted on the sheets in the subsidiary record. Where 
there is any uncertainty as to the status, this informa- 
tion should be obtained from the brokers. 


As regards “Tax Exempt” bonds, the only infor- 
mation required for Federal Income Tax purposes, 
under Schedule “A”—memorandum only—is (a) the 
total amount owned at the end of the year, and (b) 
the amount of interest received or accrued on same 
for the year. The first figure will be obtained from 
the Bonds (Tax Exempt) control account in the gen- 
eral ledger ; and the latter figure will be obtained from 
the analysis sheet for the “Tax Exempt” bond interest. 
Where holdings of bonds in this category are exten- 
sive, it is probable that the Revenue authorities may 
wish to examine the list of bonds on which it is 
claimed that the interest is “tax exempt”; and if it 
should develop that bonds have been included, through 
inadvertence, the interest on which is, say, “fully 
taxable”, a deficiency tax will be assessed, plus interest. 





Capital Gains and Losses 


The provisions of the Revenue Act of 1942 as re- 
gards capital gains and losses are rather more bene- 
ficial to the taxpayer than those of prior Acts. Under 
the new Act, profits or losses on capital assets held 
for six months or less are classified as SHORT 
TERM; and those held for more than six months as 
LONG TERM. The basis for taxation purposes is 
NET CAPITAL GAIN or NET CAPITAL LOSS. 
NET CAPITAL GAIN is Capital Gain less Capital Loss. 
NET CAPITAL LOSS is Capital Loss less Capital Gain. 
CAPITAL GAIN is the sum of Short Term gains at 100 per 

cent, PLUS Long Term gains at 50 per cent. 

CAPITAL LOSS is the sum of Short Term losses at 100 
per cent, PLUS Long Term losses at 50 per cent. 

A Net Capital Gain may be included in gross in- 
come, or it may be taxed separately at 50 per cent, 
whichever is more advantageous to the taxpayer. It 
will be noted that insofar as the LONG TERM por- 
tion of a Capital Gain is concerned, the “effective 
rate” of tax is 25 per cent, that is 50 per cent tax on 
50 per cent of the gain. 


A Net Capital Loss may be used as a deduction 
from gross income up to a limit of $1,000. Any bal- 
ance that remains now may be carried forward for 
five years to be applied against Net Capital Gain, if 
any, in such years, or as a deduction from gross in- 
come, limited to $1,000 for each year. 


Example 
500 shares X Company sold...... profit $10,000 Held for 12 months 
300 shares Y Company sold...... loss 3,000 Held for 3 months 
350 shares Z Company sold......loss 4,000 Held for 24 months 


$50,000 bonds A Company sold...profit 3,000 


Held for 5 months 
50,000 bonds B Company sold. . .loss 2,000 


Held for 18 months 





GIVE..... 
To The American Red Cross 





Income Tax Accounting for the Investor 


Short Term Long Term 





Capital Gains (100%) (50%) TOTAL 
$10,000 (X Co.) stock........ 5,000 
3,000 (A Co.) bonds....... 3,000 $8,000 
Capital Losses 
$ 3,000 CY Co.) steek........ 3,000 
4,000 ( Co.) stock........ 2,000 
2,000 (B Co.) bonds....... 1,000 6,000 
NET CAPITAL GAIN .... $2,000 








Amortization of Premium 


The law provides that for taxable years beginning 
after December 31, 1941, the amount of amortizable 
bond premium for the year may, at the option of the 
taxpayer, be taken as a deduction, except in the case 
of tax-exempt bonds. Amortization of bond pre- 
mium is mandatory as regards fully tax-exempt bonds 
for the purpose only of adjusting the cost basis of the 
bonds; and no deduction is allowed on account of 
such amortizable premium. 

When bonds which were purchased at a premium 
reach maturity only the “face” or par value will be 
returned, leaving a capital loss to the extent of the 
amount of the premium paid. Conversely, when 
bonds which were purchased at a discount reach 
maturity the “face” or par value will be returned, 
resulting in a capital gain to the extent of the amount 
of the discount. By amortizing the premium over the 
life of bonds, the book value will be reduced to the 
“face” or par value at maturity, and at the same time 
the interest income will be adjusted to the amount 
of the actual income derived from the investment. Let 
us consider the purchase on January 1, 1940 of $100,000 
par value 4 per cent bonds due January 1, 1960, at a 
price of 106. These bonds would cost $106,000, being 
par value $100,000, plus the premium of $6,000. At 
maturity, interest aggregating $80,000 will have been 
collected, and the “face” or par value returned in 
amount $100,000. This involves a capital loss of 
$6,000, thereby reducing the amount of the income 
from the investment to $74,000. Assuming the inter- 
est on these bonds to be “fully taxable”, the investor 
would have received each year taxable income of 
$4,000: at maturity there would be a capital loss of 
$6,000, only 50 per cent of which (under current regu- 
lations) would be allowed as a deduction. If the 
premium of $6,000 were to be amortized over the 
twenty-year life of the bonds, or $300 per year, the 
book value of the bonds would be written down to 
$100,000 at maturity, thereby eliminating the capital 
loss; and the amount of taxable annual interest in- 
come would be reduced from $4,000 to $3,700. On 
July 1, 1940, the first coupons would be collected in 
amount $2,000. The amount of premium to be amor- 
tized for the six-month coupon period is $150. Shown 
in journal form, the following entry would record the 
collection of the coupons, and distribution: 


DR CR 
hrc eso ca ee eS eas re $2,000.00 
Bonds (Amortization of Premium)....... $ 150.00 
Interest on bonds (Income).............. 1,850.00 


Coupons due July 1, 1940, $2,000. 
Total premium on 20-year bonds, $6,000 or 

$300 per year—$150 per six-month coupon 

period. 

The book value of the bonds now stands at $105,850, 
that is $106,000 less premium amortization July 1, 
1940, $150. By January 1, 1960 (when the bonds 
mature) the book value will have been written down 
to $100,000 by writing off $150 of the premium each 
coupon date for the remaining 39 coupon periods to 
maturity. [The Endj 
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HE extraordinary interest now taken in the 
subject of pension plans for employees is not 
surprising. It could hardly be otherwise. Prior 

to World War II and the prevailing high tax rates 
there had been a steady increase in the extent and 
number of such plans, which was not deterred but 
rather stimulated by the enactment of the Social 
Security Act. That Act made millions pension con- 
scious. Its benefits, while helpful, were found not 
sufficient to afford a standard of living deemed appro- 
priate for a large proportion of employees. Plans 
were then put into effect to supplement the benefits 
of the Social Security Act. Then came the war, high 
income taxes, excess profits taxes, and salary and wage 
stabilization regulations. All of these forces have 
made employee pension plans attracive. 

The Revenue Act of 1942, a most ambitious Act 
in its attemp to raise revenue, close loopholes and 
adjust inequities among taxpayers, was not unmind- 
ful of various forms of deferred pension plans, in- 
cluding contributions to trusts and purchase of 
annuities, which had the effect of giving the employer 
a present tax deduction when tax rates are high, and 
postponing the taxation of the income of the employee 
until later years when rates will be lower and the 
employees will be in lower income brackets. Sec- 
tion 162 was an attempt to deal with this problem. 
In order to properly judge its value, it is necessary 
to consider the situation prior to its enactment. 

If an employer desired to purchase deferred annui- 
ties for one or more of his employees, pay the whole 
cost in one year and take deduction therefor in that 
year, he could do so, assuming that the cost of the 
annuity, added to the other compensation, constituted 
reasonable compensation for service rendered.’ Rea- 
sonable compensation was based on services rendered 
in prior years as well as in the current year.” An 
employee, on the other hand, was not required to 
include the cost of the annuity in his income until 
he actually received payments under the annuity con- 
tract.2 If an employer adopted a profit-sharing or 
a stock bonus plan, there was no restriction on the 
amount deductible in any one year, except the require- 
ment of reasonable compensation under section 23 (a). 
If the employer contributed to a pension trust, he was 
allowed to deduct under section 23 (a) the current 
liability. What constituted current liability was not 
clear, especially if the benefits of the plan were not 
geared to years of service. If he provided benefits 
for past services he could deduct only one-tenth of 
the amount contributed to the trust for that purpose 
during the taxable year, and the balance of the amount 
contributed could be deducted only over the following 
nine years in equal amounts. 

It was not necessary under the old law for the plan 
to benefit employees in general. It could be set up 

11, T. 2910, C. B, XIV-2, 152 (1935); I. T. 3346, C. B, 1940-1, 62. 

2 Lucas v. Ox Fibre Brush Co., 281 U.S. 115 (1930). 

21. T. 1810, C. B. II-2, 70; I. T. 2891, C, B. XIV-1, 50. But see: 


Renton K. Brodie, 1 T. C. 275 (1942); Charles L. Jones, et al., 2 T. C. 
—, No, 117, Oct. 25, 1943. 


60 








PENSION PLANS—THE 
PHILOSOPHY OF SECTION 165(a) 


By WALTER D. FREYBURGER 






“The Author was for- 
merly an Assistant Head, 
Legislation and Regula- 
tions Division, Chief 
Counsel’s Office, Bureau 
of Internal Revenue, and 
is a member of the Illinois 
Bar.” 














only for the benefit of the most highly paid employees, 
officers and other key men.* With increasingly high 
tax rates culminating in what is sometimes referred 
to as the “ten-cent dollar” it became an easy matter 
for the management to sell the directors and share- 
holders of the corporation the pension or profit shar- 
ing trust idea for the benefit of some of the employees 
and the management in particular. 


Such was the background when the Revenue Act 
of 1942 was enacted. Considering the necessity for 
raising revenue, it would not have been surprising if 
the Treasury had proposed and Congress had enacted 
much more stringent legislation. Under the circum- 
stances, it might not have been unreasonable to deny 
deductions except in those cases where the employees 
were currently taxable upon the contributions made 
on their behalf. But Congress has always looked 
with favor upon employee pension plans. It did not 
desire to destroy or even discourage such plans. How- 
ever, it was not unmindful of the value to the em- 
ployers and the employees of the tax concessions in 
the Internal Revenue Code, and therefore, attempted 
to enact legislation that would afford some comple- 
mentary benefit to the community and the employees 
in general. If employees in general were taken care 
of by such private pension plans, this would have the 
effect of reducing the cost to the local, state and 
Federal governments, in caring for a large portion of 
the aged and dependent population. It would also 
create a stabilizing factor in purchasing power. A 
large body of annuitants would be built up whose pur- 
chasing power would continue after retirement in 
depression years as well as in prosperous years. 


The Justification for Pensions 


The Treasury and Congress well knew that it was 
not practical to require a pension plan to cover all 
of the employees. Such plans cost money. A private 
corporation is not permitted to make gifts. If the 
employees are paid reasonable salaries and wages the 
question may well be raised as to what is the justifica- 
tion for providing pensions. The principal answer is 
that it solves the problem of superannuation. It is 
not an easy matter for an employer to discharge an 
old and faithful employee whose savings are not suf- 
ficient to take care of him in his old age. It has been 
found that a very small percentage of employees have 
been able to save sufficiently for retirement. This 
has not been due entirely to any extravagance on their 
part. Bank failures, unwise investments, hospital and 
other extraordinary expenses have all had their effect 
in reducing savings. It does not help to build good 
will to discharge old and faithful employees who are 
not able to provide for themselves. An employer 
needs the good will of the public. In taking care of 
the superannuation problem, the employer will derive 





4 Albert W. Harris, et al., B, T. A. memo Dkt. 92482-6; Raymond 
J. Moore, et al., 45 B. T. A. 1073 (1941); Phillips H. Lord, et al., 
1 T. C. —, No. 34 (1942); Adolph Zukor, 33 B. T. A. 324 (1935) 
(short-term trust for one employee). 
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collateral benefits. Turnover should be reduced. 
Efficiency should be improved. A retirement plan is 
appreciated particularly by the older employees. 
Even the efficiency of the young man should likewise 
be improved since they will be aware that better posi- 
tions await them as the older men are retired. To 
the extent that the solution of the superannuation 
problem is the principal justification for the cost of 
an employees’ pension plan, it follows that the problem 
will be solved if only the employees are covered by 
the plan who are likely to be continued in employment 
at retirement age. This may reduce the number to 
be provided for under the plan to ten or even five per- 
cent of the number of the present employees and de- 
pending upon the rate of severance or turnover. If it 
is found that the turnover occurs principally among 
the younger employees and during the earlier years 
of service, it would be logical to cover under the plan 
only employees who have reached a minimum age 
and have been employed for a minimum number of 
years. 


Vested or Nonforfeitable Rights 


This brings up the matter of vested or nonforfeit- 
able rights. Even if the purpose of the plan is to 
provide only for the employees who are employed 
when they are too old to work, certainly this could 
be accomplished with greater satisfaction to the em- 
ployees if their rights in the contributions are vested 
at least to some extent. A reserve for old age should 
be built up as a man works and earns. This should 
not come as a “windfall” when he reaches retirement 
age. When he is 40, 50 or 60, he should be able to 
feel that to a certain and definite extent provision 
has been made for his retirement. He should not be 
haunted by the idea that his employer may not need 
his services in his later and older years, and he will 
lose the retirement benefits that have been held out 
to him as an inducement to stay with his employer. 
3ut such vesting may make the plan more costly. 
Consequently, the Revenue Act of 1942 does not re- 
quire vesting. Complete or partial vesting will prob- 
ably develop without coercion of the tax laws. To 
the extent a plan provides vesting, the matter of turn- 
over becomes unimportant. It is not necessary to 
estimate what proportion of the employees will remain 
employed at retirement age. If the employee’s rights 
are not vested, the fact that the pension plan covers 
all the employees does not necessarily prove that the 
plan is for the benefit of all of the employees. If 
turnover is not taken into account in making contri- 
butions and there is likely to be a substantial turnover 
the effect of the plan is to fund its cost much more 
rapidly than necessary. Moreover, the officers, share- 
holders, highly paid employees and supervisory em- 
ployees are more likely to continue in employment 
until retirement age than are the other employees. 
Therefore, a plan without vesting requirements 
although nominally covering all of the employees may 
be in its actual operation a plan primarily for the 
benefit of those particular classes of employees in 
favor of whom discrimination is prohibited by sec- 
tion 165. 

To what extent does section 165 (a) (5) permit 
discrimination? This provision was not in the 1942 
House Bill. Its purpose is explained in the Senate 
Committee Report as follows: 


“A new paragraph (5) has been inserted in order to mention 
in the law itself some of the acceptable provisions found in 
plans supplementary to the Social Security Act, both with 
respect to eligibility conditions and as to the scale of benefits 
and contributions. The acceptable provisions mentioned in 


The Philosophy of Section 165(a) 


the law are not intended to be exclusive: For example, there 
would also be permitted to qualify under section 165 (a) (3) (B) 
plans limited to employees who have reached a designated age 
or have been in the employer’s employment for a designated 
number of years or are employed in certain designated depart- 
ments or are in other classifications, provided that the effect 
of covering only such employees does not discriminate in favor 
of officers, shareholders, supervisory employees, or highly 
compensated employees.” 


Discriminatory Plans 


It should be noted that section 165 (a)( 5) repeat- 
edly makes use of the word “merely.” A plan is not 
discriminatory “merely because it is limited to salaried 
or clerical employees.” The plan cannot be ruled bad 
solely because it has such a limitation provision. But 
if the salaried employees are all officers, for example, 
or the plan is clearly set up for the benefit of the 
officers, it could not have been intended to make para- 
graph (5) nullify paragraphs (3) and (4), prohibiting 
discrimination in favor of officers. The Senate Com- 
mittee Report speaks of permitting such plans to 
qualify. This means that they are not ruled out ipso 
facto. Such plans are permitted to qualify if there is 
in fact no discrimination in the particular case in 
favor of the highly paid and other employees in favor 
of whom discrimination is prohibited. Regarding 
those plans that exclude employees whose compensa- 
tion does not exceed $3000, or make a difference in 
contributions or benefits with respect to compensation 
under $3000 and that over $3000, it should be noted 
that the Report states: 

“A new paragraph (5) has been inserted in order to mention 
in the law itself some of the acceptable provisions found in 
plans supplementary to the Social Security Act, * * *.” 

Plans supplementary to the Social Security Act 
often cover only employees earning over $3000. They 
also, while covering only such employees, frequently 
provide contributions and benefits with respect to 
compensation under $3000, as well as with respect to 
compensation over $3000, although the amounts con- 
tributed with regard to the first $3000 may be less 
than that contributed for excess compensation. The 
Senate Committee Report says those plans are ac- 
ceptable. Paragraph (5) of section 165 (a) was ap- 
parently intended not to disturb existing plans that 
covered only employees earning over $3000, and which 
provides benefits with respect to the first $3000 of 
earnings less than those with respect to earnings in 
excess of $3000, unless, of course, the plan was in fact 
and in the particular case discriminatory in favor of 
the officers, shareholders, highly paid employees, or 
supervisory employees. 

The question is, then, assuming a plan is not ipso 
facto. bad because it leaves out the employees earning 
not over $3000 or gives greater compensation with 
respect to the compensation over $3000, what would 
make such a plan bad. Clearly a plan would be bad 
if the $3000 limitation had the effect of covering only 
the officers. Similarly, a plan would be bad if the 
plan covered all employees regardless of salary, but 
provides greater contributions with respect to that 
portion of salary in excess of $3000 than that below 
that amount, if the employees earning over $3000 were 
all officers. Even if there were a few employees with 
respect to whom discrimination is not prohibited 
added to the officers for the purpose of color, the plan - 
would still be bad. 


Plans Supplementing the Social Security Act 


However, the Income Tax Regulations take a dif- 
ferent view as respects plans intended to supplement 
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the Social Security Act. They require integregation.° 
Mim. 5539, 1943-15-11500 sets out in detail how this 
may be accomplished.® Although all plans of employ- 
ers who are taxed for the retirement benefits of the 
Social Security Act do in fact “supplement” the Social 
Security Act, integration is not required under the 
regulations unless there is a compensation minimum 
requirement for coverage or greater benefits are given 
for employees earning above a specified salary or rate. 
In order to justify this integration requirement, it 
must be assumed that the employer furnishes the 
Social Security Act benefits. It must be assumed that 
he has two plans: One in which he makes contribu- 
tions to the Federal Government as a trustee which 
benefits employees only with respect to the first $3000 
of compensation, and another plan which supplements 
the first by providing additional retirement benefits. 
It must be further assumed that the supplementary 
plan would be bad if it were not for the first plan, 
namely the Social Security Act plan. It is believed 
that both of these assumptions are erroneous. The 
Social Security benefits are not provided by the em- 
ployer, but by the United States Government. It is 
true that the employer is taxed for the purpose of pro- 
viding the benefits. But the employer is taxed equally, 
and if such taxes are not sufficient to provide the bene- 
fits to the employees, employers and employees of a 
later generation, and perhaps the general public, will 
be taxed so as to provide the benefits. It is also 
erroneous to assume that all plans that exclude em- 
ployees earning not over $3000 are discriminatory in 
favor of the highly paid employees, etc. It is true 
that the employer is discriminating against those em- 
ployees left out of the plan, but he is not required to 
cover all of his employees. He is given broad discre- 
tion as to what employee to leave out. For example, 
he may exclude the wage earners or confine his plan 
to the salaried employees. He may exclude all em- 
ployees who receive less than $1000, $2000, $3000 or 
perhaps in a given case even more per year, just as 
he may exclude, for example, employees who have not 
reached 25, 30 or 40 years of age, or had 2, 5 or 
10 years of service. He may make any of these ex- 
clusions provided he can satisfy the Commissioner 
that the plan is not set up primarily for the benefit 
of the officers, highly paid employees, supervisory em- 
ployees or shareholders. He may find difficulty in 
doing this, especially if there are not a large number 
of employees earning over the minimum salary re- 
quirement required for coverage under the plan. Be- 
cause of this difficulty it may be that the integration 
provisions of the Regulations and Mim. 5539 will 
prove to be liberalizing provisions with respect to 
many pension plans. It would seem that if the em- 
ployer adopted either one of the two formulas for 
integration set out in Mim. 5539 that the plan would 





fo Sec. 19.165 (a) (3)—1 of Reg, 103 contains the following provi- 
sion: 

“Thus, a classification of employees under any plan which results 
in relatively or proportionately greater benefits for employees earn- 
ing above any specified salary amount or rate than for those below 
such salary amount or rate may be found to be discriminatory 
within the meaning of subparagraph (B) unless such relative or 
proportionate differences in benefits as between employees resulting 
from such classification are approximately offset by the retirement 
benefits provided by the Social Security Act’’. 

* A plan will be intergrated if it provides for a maximum annuity, 
after at least 15 years of service, equal to 25% plus (4% times 
years of service after 1941) applied to average annual pay in excess 
of $3000. Another test is that a $3000 and over plan will be con- 
sidered as non-discriminatory in respect to benefits if the annuity 
per year of service prior to the effective date of the plan does not 
exceed 4% per cent of annual compensation in excess of $3000 as of 
the effective date of the plan and if it does not exceed 1 percent of 


average annual compensation in excess of $3000 for services rendered 
after the effective date of the plan. 
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be integrated and could qualify under section 165 (a). 
Logically this would be true if only the officers were 
covered by the plan, since in theory the employer has 
a Social Security Act plan covering the other em- 
ployees, and looking at the two plans together it could 
be shown that he is not discriminating in favor of 
the officers. So far as new plans are concerned, and 
especially those that have a minimum salary limita- 
tion and cover a relatively small number of employees, 
the effect of the regulations may be thus to facilitate 
the qualification of such plans under section 165 (a). 
However, most of the older plans which have a mini- 
mum salary qualification will require amendment. 
They just don’t fit into the formulas of Mim. 5539. 
Many of them give benefits with respect to the first 
$3000 of compensation. H. R. 3363, recently enacted, 
has given these plans until December 31, 1944 to be 
amended. If they cover only employees earning over 
$3000, they will apparently be required to exclude any 
benefits with respect to the first $3000 of compensa- 
tion, except the minimum benefit of $20 a month which 
is allowable under the regulation. The effect of not 
allowing benefits with respect to the first $3000 of 
compensation will be to discriminate under the plan 
in favor of the more highly paid employees on the 
basis of their total compensation. Employee relations 
will not be improved if it is necessary to reduce the 
benefits to the less highly compensated employees cov- 
ered by the plan. It is also difficult to see any benefit 
to the public from such amendments. 


Border Line Plans 


It would seem that the intent of Congress and the 
philosophy underlying section 165 (a) would be car- 
ried out if a pension plan were not approved even if 
it were integrated under Mim. 5539, if the plan was 
clearly set up for the benefit of the classes of em- 
ployees in favor of whom discrimination is prohibited. 
Section 165 (a) (4) expressly provides that there shall 
be no discrimination “under the plan” in favor of such 
employees. On the other hand, a plan should be ap- 
proved although it does not meet the integration test 
if it appears clearly that there are sufficient employees 
covered under the plan who cannot reasonably be 
regarded as highly paid employees or the supervisory 
employees, officers or shareholders. In other words, 
a plan should be approved if the requirements as to 
coverage are not discriminatory in their application in 
the particular case in favor of those classes of em- 
ployees in favor of whom discrimination is prohibited, 
and if there is no discrimination in contributions or 
benefits under the plan with respect to those em- 
ployees who are covered by the plan. There will be 
many plans that are on the border line. This is true 
even though there is no minimum salary qualification, 
as in the case of plans limited to salaried employees 
and those who have been employed for a minimum 
number of years and have reached a designated age. 
It is necessary in all of those cases to determine, with 
respect to the employees covered by the plan, their 
stockholdings, supervisory powers, official positions 
and total earnings, in order to see whether the plan 
has been set up through any device whatsoever in 
favor of special classes of employees. In border line 
cases the Commissioner might, as an act of discretion, 
permit a plan with a minimum salary qualification to 
be approved if it is integrated in accordance with 
Mim. 5539. He could do this by assuming, which 
may be a rather violent assumption in favor of the 
taxpayer, that the employer is really providing the 


[Continued on page 87] 
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By ROY G. BLAKEY 


Postwar Fiscal Policies—State and Local 


order when the war ends though proper wartime 

fiscal policies should be followed by all areas and 
units of government as long as the fighting con- 
tinues. In fact, with the end of the war most state 
and local governments will need a two-fold set of 
changes: (1) revisions necessitated by the conversion 
from a war to a peace economy, (2) tax and other 
revisions which were needed in most States even 
before the war and which will become more urgent 
than ever with the assumption of the added burdens 
occasioned by war costs and losses. 


Postwar tax and other fiscal problems will naturally 
vary in different States and local units of government 
but a number of them will be common to most of the 
States and smaller units. In general, postwar fiscal 
policy should be considered an emergency phase of 
long time policy rather than as something apart or 
unrelated. Moreover, it should always be remem- 
bered that high quality administration is necessary 
for the attainment of maximum results under any 
fiscal policy. 


SSorce important changes in fiscal policy will be in 


The Role of Government Finance 


The proper role of government finance is to secure 
and use funds for government services in such ways 
as best promote the general welfare. This involves 
not only the raising and spending of funds most 
economically ; it involves also consideration of what 
policies and measures facilitate and what ones hinder 
the proper functioning of the underlying economy 
which must produce the income to meet both public 
and private needs. In the postwar period this will 
mean facilitating the war-to-peace readjustment and 
also the maintenance thereafter of such stability as 
will be consistent with future progress. In an economic 
regime where private enterprise predominates, by far 
the largest part of the conversion will be directed and 
managed by business men. 

Experience indicates, however, that a laissez-faire 
policy is not likely to be adequate for an emergency 
such as the coming postwar transition will probably 
be. We have not yet found the exact policy which we 
are certain will be best, however, but the majority of 
our people appear to want more government guidance 
of enterprise than we used to have, or they want the 
government to “guarantee” the working of the economy. 
We have always had more or less of a mixture of 
government and economics. But in the postwar period 
we shall have a larger and more complex undertaking 


he is connected. 


suggestions. 





Postwar Fiscal Policies—State and Local 


than heretofore and, apparently, the American people 
are going to try a mixture of proportions different 
from any they have ever tried before. In other words, 
Americans have before them one of the experiments 
in politics and business which are characteristic of 
democratic societies. How successful the experiment 
will be only time can tell. 

In a federal union of States such as ours—particu- 
larly one with the powers now available to the national 
government with respect to both internal and external 
affairs—it is only natural that the national govern- 
ment should assume primacy in over-all government 
policy and action in the postwar emergency. Its power 
to spend, borrow, tax, expand or contract the cur- 
rency, control the banks, promote or restrict interstate 
and foreign trade, etc., is far beyond that of any State, 
particularly if the-latter act separately and inde- 
pendently. Nevertheless, the sum total of what the 
States and their constituent units of government do is 
very great and can have much effect upon the success 
or failure of the national economy. Much depends, 
therefore, much upon whether these policies are har- 
monious with, or contrary to, national policy and action. 





State and Local Fiscal Policy 


Postwar state and local fiscal policy will be dis- 
cussed briefly below under the following subheads: 
(1) Preliminary Preparations, (2) Public Improve- 
ments and Investments, (3) Borrowing, (4) Taxes, 
(5) and Coordination of Fiscal Policies. The tax and 
other matters affecting the fiscal situations in the 
various States and local units are so different, how- 
ever, that only general matters can be discussed here. 
Detailed specific recommendations that would be 
appropriate for a particular state or local unit would 
require a thorough examination of the conditions and 
needs peculiar to that state or unit. The most general 
and fundamental fact is that whatever makes for a 
continuously prosperous economy makes also for the 
most adequate and the least burdensome financing of 
public and private services. 

Most States pay some attention to what other States 
and the national government do, but as long as there 
is no more federal-state coordination or as long as 
there is as much diversity of action as has been com- 
mon in the past, it is probably as much as can be 
expected of States and their local units of government 
if they follow the orthodox business policy of balanc- 
ing budgets annually or, at least, cyclically. If all of 
them do this regularly they will at least avoid running 
counter to proper national policy as some of them have 


Mr. Blakey, of the Department of Economics, University of Minnesota, 
is at present Consultant of the Council of State Governments (1313 East 60th, 
Chicago, Ill.) and President of the National Tax Association. The opinions 
expressed in this article are not necessarily those of organizations with which 


It is assumed that the reader is familiar with some of the better recent 
discussions of national and international fiscal and monetary policies. The 
author will welcome criticism and comment, especially practical constructive 
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often done in the past. However, coordinated policies 
which would reinforce national stabilizing efforts 
would be even better than neutral state and local fiscal 
policies, to say nothing of contrary policies. Regard- 
less of what coordination improvements may be adopted, 
it is assumed that there will be continuous improve- 
ment of state and local tax, expenditure, revenue, bor- 
rowing and administrative policies and procedures 
along orthodox lines. 


Preliminary Preparations 


Every practicable effort should be made to encourage 
every sector of the private economy to function as 
smoothly, effectively and fully as possible in order to 
meet both deferred and current civilian needs and 
also in order to provide useful work for all employ- 
ables, especially demobilized service men and war 
workers. Private enterprise should meet 90 or 95 
per cent of the postwar employment problem, 100 per 
cent if possible. Moreover, not only each State but 
every local unit of government also should be en- 
couraged to have its postwar plans well in hand and 
be prepared to meet any emergency that private enter- 
prise cannot meet. Most of the over-all planning and 
much of the blueprinting, as well as the clearing away 
of legal obstacles, should be cared for before the war 
ends if adequate results are to be achieved. 


Public Improvements and Investments 


At the end of the war deferred and also ordinary 
public improvements will be needed much more in 
some States than in others. The successful application 
of either annual or cyclical balancing policies requires 
long-time planning of capital improvements and even 
of extraordinary maintenance expenditures. If the esti- 
mates of expenditures and revenues were made more 
carefully and accurately than heretofore and if plans 
covered somewhat longer periods, the expenditures 
could be timed better, so as to harmonize more closely 
than they usually do with plans for stabilizing the 
national economy and also the interdependent State 
and local economies. If enough state and local gov- 
ernments practised careful long-time budgeting, and 
if sufficient were learned about forecasting business 
cycles—their timing, extent of swings, etc.—all gov- 
ernments and private enterprise working in coopera- 
tion might reduce the extreme fluctuations that have 
heretofore characterized our economic history. It is 
perhaps in this matter of careful long-time planning 
and timing of public improvements and investments 
that state and local governments can make the largest 
contributions to the solution of the special postwar 
reconversion problem and also to the maintenance 
of a more stable economy in the future. Public works 
and investments have always been a relatively small 
part of our total economy, however, and not too much 
should be expected of them in the effort to avoid 
unemployment. Nevertheless, if properly timed, they 
might have great marginal importance in critical 
periods. 

In the best shape to meet the postwar emergency 
are those state and local units of government which, 
during the war and before, have done the most to pay 
off debts, build up reserves, and put their revenue, 
expenditure, and administrative systems in order. 
They should have also adequate plans and blueprints 
of needed public improvements and services. How- 
ever, the reserves of cash and of borrowing power 
should not necessarily be spent in their entirety just 
as soon as the fighting ends, even to make needed 
improvements which have been deferred during the 
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war. Much depends upon the urgency of the needs 
and also upon whether or not private industry pro- 
vides adequate employment for demobilized service 
men and war workers. If it does, even some needed 
public improvements may well be deferred until private 
industry is unable to meet all employment needs. 

Moreover, it is extremely important that public ex- 
penditure shall be made for the most useful purposes, 
preferably for self-liquidating construction or for 
improvements that will increase the productivity and 
welfare of the community by more than the cost and 
show some results within a reasonable time, say, within 
ten to twenty-five years. It may be more desirable to 
spend public moneys for leaf raking, or for digging 
ditches and then refilling them than to let people 
starve or become ill, but labor on useful projects fur- 
nishes workers with just as much purchasing power 
as that on useless ones and, in addition, it provides 
the community with something that will continue to 
be of service. 

In general, governments should encourage private 
enterprise to provide everything which the people 
need and can afford if it can do so more effectively 
than government. This maximizes goods and services 
and people’s purchasing power more than government 
action could. And while the potential backlog of pub- 
lic improvements is quite large, ? nevertheless, there 
is a practical limit beyond which it may not be best 
to go in this direction. Or, put another way, after a 
certain amount of construction has been completed, 
there may be other investments which will pay bigger 
dividends in the long run than still more highways, 
public buildings and other physical improvements. 

For example, it may be better to rehabilitate wounded 
service men and improve the health and the education 
of the community. Many of these needed services, 
including adequate vocational education, have been 
postponed for years because they have been thought 
to be too expensive. During the postwar emergency, 
when state and other governments are trying to meet 
needs and also trying to provide work for those who 
would otherwise be unemployed, is the very best time 
to furnish such employment and meet further needs 
by putting people to work providing these expensive 
(labor-requiring) services. 

But it will be said that the great numbers of the 
unskilled who are most in need of work are not well 
enough trained or educated to be put at these tasks. 
To the extent that this is true it is largely the result 
of the deficient education, health and other social 
services in the past. If we are ever to catch up with 
the needs we will have to proceed at a faster rate 
than we have been proceeding. Some of the less skilled 
and trained workers could now substitute in some 
kinds of work so as to release some of the better 
trained to perform some of the needed educational and 
health services. The stepping up could become cumula- 





1Too much emphasis upon employment rather than upon goods 
and services to meet needs, that is, upon the means rather than 
upon the ends sought, has led to much erroneous talk and even 
to poor fiscal policy and practice. One example, typical of many 
other make-work and employment arguments, was exhibited in 
a recent paper of a rather brilliant engineer who proved to his 
own satisfaction that the poor grade iron ore of Minnesota is 
worth more to the State than if it were high grade because its 
processing and conversion into finished products can give so much 
more employment to labor. It is not sufficient that public money 
should be spent for something that is merely useful. It should 
be spent for the most useful, the most needed, things for which 
it can be utilized. Any state or community which fails to follow 
the best available plans will fail to secure as much benefit from 
its expenditures as it might secure. 
2If included are not only the more usual improvements but 
also a large amount of soil conservation, flood control, reforesta- 
tion, etc., and also certain low-cost housing, and general develop- 
mental improvements that may be justifiable. 
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tive in time so that in twenty or thirty years the extra 
amounts invested now for improvement of education 
and health would more than pay for the cost in future 
benefits. These are matters which require time as well 
as more general education in public tastes and standards.® 


Borrowing 


What are the proper borrowing policies for States 
and local governments in the postwar period? 

Most of the principles stated in the previous section 
relative to public works and investments indicate the 
principles that should apply to most state and local 
borrowing, largely because most of such borrowing 
should be for needed capital improvements and invest- 
ments and not for current maintenance. In general, 
an orthodox “business” or conservative policy of 
borowing, with proper provisions for redemption, 
would probably be the best general policy for state 
and local governments, at least until we can develop 
better federal-state coordination. This assumes care- 
ful planning and timing of the borrowing and the 
spending of the funds, as well as the timing of redemp- 
tions.* Some improvements upon past practices could 
be made, however, by more effort to harmonize state 
and local debt policy with other parts of fiscal policy 
and particularly with national as well as with state 
and local efforts to stabilize the economy. But the 
state and local governments cannot expect to play the 
principal or overall role in this sector of fiscal policy 
any more than they can in other sectors. 

No one can say with certainty just how much a 
State or other unit of government should borrow or 
just how much it should spend, any more than he could 
make a similar statement about a business man.° It 
depends upon circumstances and developments, many 
of which are in the future and hence not wholly pre- 
dictable. Judgment and common sense must be exer- 
cised in public borowing as well as in all other phases 
of public and private finance. It is largely a question 
of balancing advantages of different policies and of 
determining what will result if certain things are done 
or not done as compared with what will result if some 
other possible policy is followed. 

Legislators and administrators—especially finance- 
planning and other officials—should always consider 
whether the expenditure of more money for highways, 
soil conservation, health, education or some other 
public service would be of more ultimate benefit to the 
people of the State than if the expenditures were 
not made. If it is decided to spend a certain amount 
for a certain public purpose, then it should be decided 
whether the funds should be raised by taxes or by 
loans, and then by what taxes or by what types of 
loans. The more slack business and employment con- 
ditions become at any particular time and place, the 
further the government may be justified in going with 





3 For example, one of the reasons we do not now have more 
good housing, more and better education and better health gen- 
erally is that many do not appreciate their value. Many persons 
with poor housing and inadequate educational advantages for 
their children prefer to spend $100-$500 annually on dispensable 
automobile service (or other things that could be mentioned) than 
to use such amounts of their income for better housing, education 
or health. 

*For example, callable bonds, serials with almost any reason- 
able terms, and issues with other desirable variations of terms 
to meet certain conditions may be had. 

5It is not meant to imply that private and government finance 
are exactly alike in all respects, but state and local government 
finance are more similar to private finance than are the finances 
of a powerful national government with vast controls over money, 
banking, ete. If an individual or a state or local government 
cannot meet its obligations, it has to default. A national govern- 
ment on the other hand, may print money or require the banks 
to do the equivalent for it; or it may exercise other powers 
beyond those of most States. 
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useful public works and investments, though, as men- 
tioned elsewhere, strong national governments may go 
further than state and local governments. Of course, 
services of most importance should be ranked ahead 
of those of less importance, but in no case should the 
government go beyond the limit where the advantages 
are more than counterbalanced by the disadvantages. 

It is very important to recognize, however, that em- 
ployment needlessly lost is lost forever, both for the 
worker and also for the nation. Moreover, in our 
modern extremely interdependent economic organiza- 
tion, serious unemployment or stoppage in one sector 
tends to spread with cumulative effect and, if not 
checked promptly, threatens disaster to the whole 
economy. Hence some loss caused by extra borrow- 
ing and expenditure may be justified if it prevents 
greater loss and does not entail too great a total of 
disadvantages, including many which are often in- 
tangible, indirect and not generally appreciated. 

One of several important considerations that is 
sometimes forgotten or minimized by borrowing and 
spending enthusiasts is that, as long as the private 
sector of the economy continues to be as important 
as it is in this country, all fiscal policies should attempt 
to maintain confidence within that sector and facilitate 
its proper functioning. No government is justified 
either in borrowing or in taxing to spend, unless what 
it spends is applied as usefully as, or more usefully than, 
it would be applied if left in private hands. The 
theoretical criterion of usefulness in such case is, 
What policy best promotes the general welfare? In 
a particular case the actual criterion may be, What 
suits best those who make the decisions? It is a 
fortunate state or local government whose citizens are 
sufficiently wise, alert and public spirited to choose 
leaders and officials who excel in the same qualities. 


Taxes 


In the revenue phase, as in most other phases of 
fiscal policy, state and local governments cannot be 
expected to modify normal policies as much as the 
Federal Government may in order to stabilize the 
economy. The effects of local action cannot be con- 
fined within local areas, nor can our state and local 
units manipulate their currencies and economies as 
can powerful national governments. In general, the 
orthodox criteria of adequacy, equity, economy and 
practicability should be adhered to in postwar as well 
as in other periods. But in so far as such tested and 
standard criteria are not violated unduly, consideration 
should be given to adaptations that assist in facili- 
tating the war-to-peace conversion and the mainte- 
nance of economic stability and progress thereafter. 
For example, in time of threatened unemployment 
and depression some adjustment and lightening of 
taxes on business may stimulate employment; so may 
the lessening of general sales and other taxes on con- 
sumption. In such periods, fuller use of graduated 
taxes on individual incomes will probably have less 
restrictive effects upon business and employment. In 
prosperous times, especially in the incipient stages 
of a boom, heavier taxes on business and consumption 
and substantial public debt redemption would help to 
prevent or check a boom. 

More extensive use of properly designed and ad- 
ministered state income taxes would improve the tax 
systems of numerous States, particularly the more in- 
dustrial States.° The States are greatly handicapped 
in the use of such taxes, however, as long as the Fed- 
eral Government almost monopolizes them. This is 
especially true of the taxes on large incomes. Some- 
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what the same may be said of death taxes which, 
moreover, are not well suited for short-time balancing 
operations. Dominantly agricultural States cannot 
expect very much from these taxes unless administra- 
tive methods are greatly improved, and local areas 
are not very suitable units for administering these 
types of taxes. It would be possible, however, for 
some States to deal more wisely with their cities than 
they do in the distribution of tax collections. 

Many state and local units of government have too 
rigid tax and debt limitations. These are usually the 
results of abuses that might have been prevented— 
and might still be prevented—by wiser methods of 
control. Tax exemptions are too extensive also. They 
result in restricted tax basis, inadequate revenues and 
unduly high levies on those not exempted. Interstate 
competition for business and pressures by homestead 
owners, veterans, and others often affect legislation 
adversely. 

Generally speaking, taxes on land values should be 
kept relatively stable instead of being used as general 
equalisers and budget balancers as in the past, though 
some cities are left no practicable alternative. As 
long as land value taxes are stable and do not take 
more than the economic rent due to location, how- 
ever, they are socially desirable after values become 
adjusted to them. Unpredictable fluctuating levies 
on land are the taxes that are particularly harmful 
and confiscatory, especially if they exceed normal net 
rent. If such taxes become too high they defeat them- 
selves by lessening or destroying the tax base. 


Urban Problems 


The lack of foresighted comprehensive planning of 
urban districts and the increase of blighted areas; the 
failure to redistrict according to population and the 
consequent unwise distribution of tax collections; the 
great increase of highly graduated federal (and, to 
some extent, state) income and death taxes which fall 
especially on residents of cities;* the movement of 
population to the suburbs and the consequent loss of 
leadership as well as tax support; the mandatory 
service requirements laid by the States upon cities; 
the limited available tax bases, especially with the 
decline of property values during the depression; the 
chaotic catch-as-catch-can system (or lack of system) 
of business taxes; the unsound relief and debt policies 
of the past; the poor governmental organization and 
management, often due to lack of interest and alert- 
ness of the citizenry—all these and other factors have 
left numerous cities, towns and villages in such diff- 
cult financial situations that they cannot provide ade- 
quate normal services, not to mention proper special 
postwar services. 

Fortunately, many cities are better situated than 
those which suffer from most of the above handicaps. 








® Very desirable elasticity in the tax systems may be had by 
raising or lowering exemptions «nd rates. The Federal Govern- 
ment has set the States numerous bad examples, however, in the 
case of income and other taxes. Take, for example, a few cases 
where the federal income tax affects the investment of venture 
capital and the conduct of private enterprise, particularly in new. 
small, promising ‘‘growth’’ industries which increase most effec- 
tive employment. By the double taxation of corporate income paid 
out in dividends the federal income taxes—and various state 
income taxes in lesser degree—discriminate against the corporate 
form of organization and against equity capital as compared with 
borrowed capital. Moreover, they do not make proper adjustments 
for irregular incomes nor for capital gains and losses, and these 
affect risk capital particularly. Both federal and state taxes on 
business consist of patchwork; they are badly in need of integra- 
tion and coordination. (See section on ‘‘Coordination’’ below.) 

‘It may be thought that states and local units can do nothing 
about this, but they might if they have cordial relations with the 
national government and the officials of both have worked out an 
effective system of consultation and cooperative action. 
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But in many other cases remedial administrative and 


legislative changes have long been blocked by special 


groups having vested political and other interests. 
The situations in some places are becoming so acute, 
however, that we may expect state and local leaders 


with vision and statesmanship to arise to the occasion 
as they have already in other places. (See section on 
Coordination below.) 


Finances of Other Local Units 
Antiquated and Inadequate 


Farm taxation is also generally far from satisfac- 
tory and too many counties, townships and school 
districts still continue to carry on in the mode of the 


preautomobile age. In almost every State the system 


of property tax assessment has long been and still 
The assessment of per- 
particularly that of intangibles, is 
The disre- 
gard for law in this connection is demoralizing, and 
tends to increase the disrespect for law generally. A 
useful hint for improving property tax administration 


is inefficient and inequitable. 
sonal property, 
generally indefensible and often a farce. 


may be gotten from state income tax experience. By 


adopting a well-devised, competently surpervised sys- 
tem of administration, selecting and retaining per- 


sonnel on a merit basis, Wisconsin established in 1911 


a successful state income tax long after experiences 


in other States appeared to have proved that such 
taxes were doomed to failure. Moreover, Wisconsin 


improved its property tax administration largely as 
a by-product of its income tax administrative methods. 


Coordination of Fiscal Policies® 


In 1935, Mark Graves of the New York State Tax 
“Unless the Federal Government 
and the governments of the several States realize the 
imperative need for coordinating all revenue systems, 
the next decade or two will witness chaos and disaster 
in state and local governments.” ® This statement 
was made before the present heavy war drains of the 
Many Governors and other 
state and local officials, as well as private individuals 
and businessmen, are now wondering what they are 
going to do if the war continues much longer; they 
wonder also what they will do if federal debt, postwar 
military establishment, greatly expanded civil service, 
care of veterans, social insurance, and possibly large 
postwar relief and employment programs serve to 
extend heavy federal expenditures and taxes indefi- 
nitely, particularly if depression develops in the post- 
While some advocate further borrowing 


Commission said: 


Federal Government. 


war period. 


and the spending of ourselves into prosperity, others 
envision such courses as leading inevitably to national 


bankruptcy and prolonged depression, more severe 


and more disastrous even than that of the 1930's. 
Inasmuch as all units of government, as well as pri- 
vate individuals and enterprises, draw their funds from 


the same pool of national income, it is more or less 
obvious that there should be some coordination or 


over-all planning if the best use is to be made of this 
income. 

The need for coordination relates not only to the 
fiscal systems of all areas and all units of government, 
but also to the articulation of government policies 
and functions with those of the underlying economic 
regime. There is still much disagreement as to the 





8 See the U. S. Treasury Department's recent report on Federal. 


State and Local Government Fiscal Relations, and the Council 


of State Governments 1935 report on Conflicting Taxation. 


® “‘Coordination—State and Federal Tax Systems,”’ p. 13. (Council 


of State Governments, Chicago, 1935. Mimeograph.) 
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proper dividing line between the roles of government 
and private enterprise, in fact, this is one of the basic 
issues of the times, and it vitally affects all govern- 
ment and private finance. 


How Can Human Needs Be Met? 


One has only to mention the financing of relief and 
the government control or operation of business to 
suggest the far-reaching implications. For example, 
social insurance and relief may be provided by gov- 
ernment or its provision may be divided between pri- 
vate and public agencies. If the government finances 
relief, unemployment, old-age, maternity and other 
benefits, it will require much larger revenues than 
if these matters are left to private agencies. More- 
over, there is the question, mentioned below, as to 
which areas of government should provide part or 
all of such benefits and how the services and funds 
should be allocated. The fundamental questions are: 
How can human needs and desires be met most ade- 
quately? By what combination and coordination of 
private and government direction and control? 

Somewhat similar principles are involved in decid- 
ing the proper role of each area of government, for 
example, with respect to education, communication, 
highways, policing, etc. Because private finance and 
various areas of government all draw from the same 
pool of social (national) income, the more one draws 
the less there-is left for the others. This has become 
very obvious of late. We have one national and over 
30 state governments drawing from the income pool 
with income tax pumps, 47 States and the national 
government using death taxes, 23 States using sales 
taxes, not to mention numerous other duplications 
and conflicts. 

If federal-state coordination is to get very far in 
the present or near future it will probably have to be 
implemented by some federal-state liaison committee 
or other body such as the Council of State Govern- 
ments has been endeavoring to provide. Federal and 
state legislators and administrators are generally too 
engrossed in their own immediate tasks to take suf- 
ficient consideration of the related problems of other 
units or areas of government, hence it is desirable to 
have an able special committee—reasonably small, but 
supported by a larger advisory body, perhaps—which 
will devote its entire time to the problems of proper 
coordination in the large and important field of fiscal 
policy. Perhaps the greatest immediate need is to 
develop a cordial spirit of cooperation between federal 
and state fiscal officials (legislators and administra- 
tors) and to implement the cooperative effort some- 
what as suggested above. 

Overall federal-state fiscal planning should be fur- 
ther implemented, for example, by some one or a com- 
bination of some of the following: separation of 
revenue sources, crediting, joint or single administra- 
tion, sharing tax collections, supplementary levies 
and other methods and devices. Coordination is espe- 
cially important where both federal and _ state 
governments rely largely upon the same sources of 
revenue as in the cases of income, death, tobacco, 
liquor, gasoline, and motor vehicle taxes. Something 
has already been accomplished by the exchange of 
information, by joint audits and otherwise, and much 
more can be done by administrative ruling and cordial 
cooperation of federal and state officials if represen- 
tatives on both sides generally exhibit the cooperative 
spirit that has already been so helpful in some cases. 
Some other very desirable forms of coordination, how- 
ever, will require more or less legislation, much of 


Postwar Fiscal Policies—State and Local 


which should be obtainable if the key officials will join 
in urging it. The right sort of liaison committee 
should be able to provide much guidance and support 
along the lines suggested. 

The need for state-local fiscal coordination is quite 
similar to the need for federal-state coordination and 
almost as pressing. The plight of the cities and the 
problems of other local areas have been mentioned 
above. The state-local problem should be easier to 
solve than the federal-state coordination problems be- 
cause there is not the difficulty of double sovereignty. 
Most of the functions and powers of the local govern- 
ments are prescribed by the States and can be adjusted 
by the latter though, of course, there are many con- 
flicting interests and, moreover, the uncertainty of 
state and federal policies hampers local planning. One 
of the most important needs is improvement of or- 
ganization, particularly, where there are conflicts be- 
tween different state departments and divisions with 
respect to budgetary and other fiscal functions and 
authority. Much the same might be said of local 
government organization. 

The need for improvement in interstate fiscal rela- 
tions is, perhaps, fully as important as the need for 
federal-state or state-local coordination. This is obvi- 
ous when we consider trade barriers and also when 
we consider overlapping and multiple income, death, 
gift and other taxes. Much talk and years of effort 
have been devoted to obtaining uniform or reciprocal 
state legislation with respect to such taxes. Though 
something has been accomplished, results are far from 
commensurate with the effort or the need. For ex- 
ample, it would be a great improvement if substantial 
uniformity and equity could be secured throughout 
the United States in the jurisdictional questions in- 
volved in the taxing of estates and inheritances and 
also in the allocation of taxable incomes of concerns 
and persons who do business in more than one State. 
Even the general adoption of a uniform definition of 
“domicile” or “residence” would be a worthwhile 
achievement. The Council of State Governments is 
now taking some steps in this direction. 

Unreasonable discriminations, including unfair 
taxes and irritating tax policies and methods some- 
times result in temporary advantages. But whether 
they are used by a State or other government against 
other taxing jurisdictions or against individual, busi- 
ness or other taxpayers, they are likely to boomerang 
in the long run and bring little if any permanent benefit 
to the governments responsible for them, to say noth- 
ing of the injury to the general economy in the 
meantime. 


Public Education in Fiscal Policy 


If we are to have a solid basis for securing and 
maintaining the best possible fiscal policies over a 
long period, it is quite essential also that the general 
public and its leaders, should be better informed with 
respect to the fundamental facts and principles of 
public finance. Finance directors of the several States 
might well undertake at least a minimum amount of 
education designed to enable the public to understand 
the reasons for certain fiscal policies and the best 
methods of obtaining the desired results. By doing 
so they might save many people from the confusion 
caused by the circulation of numerous economic half- 
truths and fallacies and thus graduaily establish a 
sound and firm foundation for better fiscal policies in 
the future—for normal times as well as for emergen- 
cies. The economics and public administration men 


[Continued on page 87] 
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AX refunds are quite welcome these days. But 
if a taxpayer receives the benefit of a deduction 
on his federal income tax return for the tax 
originally paid, its subsequent refund ordinarily re- 
sults in taxable income. Similarly if a taxpayer on an 
accrual basis is allowed a deduction for a tax as- 
sessed, although for some reason the tax was not paid, 
the subsequent cancellation or abatement of the orig- 
inally assessed tax liability usually results in taxable 
income. 

The principles involved are identical whether a cash 
refund is received or whether a previously deducted 
tax liability is abated. Where the cash is received the 
taxpayer at least has the funds available with which 
to pay whatever income tax results. Consequently the 
difficulties are sometimes more pressing where a pre- 
viously accrued tax is later abated. 

If a refund is received or a previously deducted 
liability is abated in a later year, either one of the 
following tax effects may result: 

1. The original deduction may be corrected. By 
reducing the original deduction, the net income in the 
earlier year is of course increased. The increase in net 
income is accordingly taxed at the income tax rate 
applicable to the earlier year. 

2. The original deduction may be permitted to 
stand, with the amount of the refund or abatement 
treated as income in the later year in which received 
and taxed at the rate applicable to the later year. 

Whether or not the statute of limitations has ex- 
pired for the year of original deduction is of prime 
importance in determining which of the above two 
methods applies. If the statute of limitations has ex- 
pired or if the income for the original deduction year 
has been finally determined by a compromise agree- 
ment or judicial proceedings, then the first method 
cannot be applicable. Consequently the second method 
is effective. Although the Supreme Court has not 
positively ruled on the question, other courts and the 
Bureau of Internal Revenue agree that in such case a 
tax abatement or refund is taxed as income when re- 
ceived, with certain limitations to be discussed later. 

Where the year of original deduction is still open, 
the fundamental criterion would seem to be—which 
method more truly and properly reflects the actual 
income of the taxpayer. The position of the Tax Court 
in this regard differs somewhat from that of the 
Bureau of Internal Revenue, and the lack of uni- 
formity in recent Circuit Court decisions makes the 
question one of especial pertinence today. 


If Deduction Year Open 


For convenience it might be well first to examine 
the situation in which a taxpayer received the benefit 
of a deduction for a tax assessed, though for one rea- 
son or another he protested the assessment and failed 
to pay all of the tax; then in a later year, before the 
statute of limitations for the year of deduction had 
expired, it was determined that the assessment was 
excessive and a portion of the taxpayer’s liability was 
abated. In such a case which of the above two tax 
effects results? Is the amount of the settlement benefit 
taxed in the year in which the liability was abated, 
or is the net income adjusted for the year in which 
the deduction was claimed? 
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Assume, for example, a company had a real estate 
tax assessment levied against it in the amount of 
$100,000 for 1939. The company felt the amount of 
the assessment was unwarranted and incorrect, and 
paid only $60,000. However, since the assessment had 
been levied and liability for $100,000 had accrued, the 
company deducted $100,000 on its 1939 federal income 
tax return. In 1941 the courts upheld the company’s 
contention that $60,000 was the amount of real estate 
tax actually due, and the other $40,000 liability was 
cancelled. Is the $40,000 taxable income for 1941, or 
is the 1939 deduction of $100,000 corrected to $60,000? 


The Position of the Tax Court 


In such a case, the position of the Tax Court has 
consistently been that the year in which the tax was 
deducted should be adjusted. In the example above, 
the Tax Court would say that the 1939 deduction 
should be corrected to $60,000. In E. B. Elliott Co. v. 
Commissioner * it was said in regard to tax refunds (with 
the same conclusions following for cancellations or 
abatements) : 

We think it is clear that, despite some apparent departures 
from it, the rule to be drawn from our decisions is that all 
refunds of paid taxes are to be adjusted to the years in which 
the taxes were paid and deductions claimed, as the best method 
to reflect income; the only proper departure from the rule 
of adjustment of the refund in the years of payment is where 
the statute of limitations or some other consideration has 
made it impossible. 

The opposite viewpoint may be stated as follows: 
Whenever a taxpayer on an accrual basis has accrued 
a valid tax, he shall be entitled to the deduction in 
that year, and any refund or abatement should be 
treated as income in the year of receipt. The mere 
contingency of the obligation’s later modification by 
a decision or agreement favorable to the taxpayer 
should not postpone until the later year final deter- 
mination of the amount of deduction to be allowed 
in the prior year.?, Each annual accounting period 
should constitute a closed transaction, and refunds 
or cancellations of previously deducted liabilities 
which are made in later years should lie where they 
fall. 

The Bureau of Internal Revenue has approached 
this second view. It originally maintained that where 
taxes were legally collected and later refunded, the 
refund is always income when so made, and the prior 
deduction year is not disturbed. However, it further 
maintained that if the tax was illegally collected (for 
example, if the law under which the tax was levied 
was declared unconstitutional) and later refunded, the 
adjustment is made in the deduction year if that year 
is still open.* 

With this diversity of viewpoints, naturally what 
courts other than the Tax Court think about the sub- 
ject is of importance to taxpayers. 


Circuit Court Views 


Some early Circuit Court decisions * seemed to in- 
dicate that the adjustment should be made in the year 
of original deduction. In these cases, however, a de- 

145 B. T. A. 82. 

2 North American Oil Consolidated v, Burnet, 286 U. S. 417. 


3 Burnet v. Sanford and Brooks Co., 282 U. S. 359. 
4 See Mim. 4564, C. B. 1937-1. 
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Analysis of Decisions 
By RALPH A. HART 


terminative factor was that the tax involved was 
found to be erroneously assessed and the deduction 
could not therefore be legally taken. 

In Commissioner v. Central United National Bank ® 
the distinction was drawn by the Sixth Circuit Court 
between an invalid tax and one validly assessed, and 
this case has sometimes been cited to support the 
generalization that the refund or cancellation of every 
valid tax will constitute income in the year of refund 
or cancellation. Examination of the facts however re- 
veals that the taxpayer had effected a compromise 
with the local tax officials while litigation was pend- 
ing—he drove a bargain while the judicial outcome 
was still in doubt and made a saving. In discussing 
the Central United National Bank case in E. B. Elliott v. 
Commissioner the Tax Court (then the Board of Tax 
Appeals) said: 

The fundamental premise of the bargain was that the 
validity of the tax was doubtful. In this light the compromise 
can be regarded only in the light of a new transaction taking 
place in 1932, which, instead of bearing a definite relation to 
the validity of the tax and its refund in case of invalidity, put 
those questions out of consideration altogether. There was 
no reason for relation back to the original deduction here 
and the court properly disregarded it. In the circumstances 
the Circuit Court treated the new transaction, divorced as it 
was from the original deduction or later possible refunds, as 
single in itself, and, since it resulted in a gain to the taxpayer 
in the year in which it was effected, taxed the gain when made. 
Obviously, then, Commissioner v. Central United National Bank, 
supra, is not in conflict with the view which we take. 

In March 1942 the Second Circuit Court indicated 
that where the taxpayer deducted a tax later held 
unconstitutional and refunded the Commissioner may 
have his choice of treating the refund as income in the 
year of receipt or adjusting the original deduction.’ 

In July 1942 the Eighth Circuit Court held that 1937 
processing tax refunds should effect an adjustment of 
1935 income, in accordance with the taxpayer’s con- 
tention, saying that application of the taxpayer’s 
theory would avoid gross distortion of net income for 
1935, 1936, and 1937 and “would truly reflect such 
income in a practical, common sense, business view.” ® 

In March 1943 in Commissioner v. The Security Flour 
Mills ® the Tenth Circuit Court held, contrary to the 
Eighth Circuit’s ruling above, that 1936, 1937, and 1938 
adjustments could not be related back to 1935. It was 
said there was not sufficient showing to establish that 
there must be relation back in order to clearly reflect 
income and prevent distortion. 

Also in March 1943, the Fifth Circuit Court upheld 
the Board of Tax Appeals in Dixie Pine Products Co. v. 
Commissioner.’° In this case the taxpayer, a company 
using petroleum solvent, accrued state gasoline tax on 
the solvent in 1937 but refused to pay the tax. In 1938 
a perpetual injunction was granted against assessment 
of gasoline tax. The company claimed that the 1937 
deduction should be sustained and that a correspond- 
ing amount should be treated as income in 1938. It 
was ruled that the original deduction year—1937— 


5 Inland Products v. Blair, 31 F, (2nd) 867 (CCA-4); Leach v. 





Commissioner, 50 F. (2nd) 371 (CCA-1); Bergan v. Commissioner, 


80 F. (2nd) 89 (CCA-2). 

699 F, (2nd) 518. 

™Ben Bimberg &€ Co. v. Commissioner, 126 F. (2nd) 412 (42-1 
ustc 9329). 

8’Comm,. v. Cannon Valley Milling Co., 129 F, (2nd) 642 (42-2 
ustc 9603). 

® 43-1 ustc 9349. 

10 43-1 ustc 9329. 


Tax Refunds and Abatements 


should be corrected. A factor here, however, was that 
the court considered the liability in 1937 too contin- 
gent and uncertain. 

In an August 1943 Tax Court case™ the govern- 
ment and the taxpayer “compromised” in 1939 an 
unjust enrichment tax owed and a processing tax 
refund. A memorandum opinion held, in accordance 
with the Tax Court’s consistent position, that the 
processing tax refund element in the compromise must 
go back to 1934 and 1935 in adjustment of the original 
deduction. 

Then, in September 1943, the Third Circuit Court 
handed down a ruling directly in point with our hypo- 
thetical example mentioned earlier.’? In 1933 and 1934 
a taxpayer, on an accrual basis, deducted New Jersey 
property taxes which had been assessed. The tax- 
payer successfully challenged the assessments in the 
courts (concluded in 1936) with the result that a por- 
tion of its 1933 and 1934 property taxes were abated. 
The Commissioner maintained that the taxes abated 
were income to the taxpayer in 1936. The year 1933 
was closed by the statute of limitations but the year 
1934 was not. The Board of Tax Appeals had held 
that the 1934 abatement did not constitute 1936 in- 
come, but that the 1934 deduction should be adjusted. 
The Circuit Court upheld the Board and ruled that 
adjustment in 1934 was correct. 

Although it may be true that there is ground for 
distinguishing processing tax cases, involving as they 
do an unconstitutional statute, from real estate tax 
cases, the fundamental basis for the distinction has 
been weakened lately. The latest decisions on the 
subject hold that the deductibility of taxes paid or 
accrued is not affected by the fact that the statute 
imposing them is subsequently declared unconstitu- 
tional.* 

At any rate, a conflict between the Tax Court and 
the Circuit Courts is evident, as is the disagreement 
among the Circuit Courts themselves. Although the 
Tax Court maintains that wherever possible all re- 
funds of paid taxes or abatements or cancellations of 
deducted taxes are to be adjusted to the years in which 
the deductions were claimed, the various Circuit 
Courts are not uniform in their recent views, but in 
general are opposed to so definite a rule. 

Certiorari was granted on October 11, 1943, by the 
United States Supreme Court for the Security Flour 
Mills case and the Dixie Pine Products case. It is to 
be hoped that an early decision will settle conclusively 
the entire question. 

The view of the Tax Court does seem logical and 
equitable—-to this writer at least—for ordinarily the 
cancellation of a previously deducted liability, or the 
refund of an old tax, bears no relation to other income 
or deductions of the year of cancellation whereas it 
does bear a cohesive and tangible relation to the de- 
duction claimed in the prior year. Nevertheless it 
should be borne in mind that the Supreme Court rely- 
ing for precedent as it does primarily on its own deci- 
sions, might very well decide that all refunds should 
be taxed in the year of receipt. Until there is a 
definitive statement by the Supreme Court, either in 
the Security Flour Mills case or the Dixie Pine Products 
case or at some later date, as a practical measure it 
might be well for any taxpayer receiving such a refund 
or abatement to endeavor to keep open both the year 





1 The Rath Packing Co. v. Commissioner, CCH Dec. 13,433 (M). 

12 Hoboken Land and Improvement Co. v. Commissioner, 43-2 
ustc 9595. 

13See, for example, Estate of Davies v, Commissioner, 126 F. 
(2nd) 294, and J, A. Dougherty’s Sons, Inc. v, Commissioner, 121 
F. (2nd) 700. 
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of original deduction as well as the later year. A pro- 
tective refund claim might be filed for any year in 
which a refund or an abatement is taxed. 


If Deduction Year Closed 


If a refund or an abatement of a tax previously 
deducted is received and the year of original deduction 
has been closed through operation of the statute of 
limitations, or by any other means, the problem is 
simplified. The doctrine is now firmly established that 
the refund or abatement must be treated as income in 
the year of receipt. 

3ut this does not mean that any refund, abatement, 
or cancellation in 1943, for example, must always be 
taxed at the present high rates regardless of the cir- 
cumstances surrounding the deduction in the prior 
closed year or the rates applicable to that earlier year. 
There are certain limitations: 

1. Refunds or abatements may in certain cases be 
abnormal income not subject to excess profits tax. 

2. The tax benefit doctrine provides relief where 
the original deduction was in a loss year. 

3. Section 3801 of the Code protects against incon- 
sistent treatment. 


4. Special treatment is permitted for certain types 
of refunds. 


The Excess Profits Tax 


If a taxpayer deducted $100,000 for real estate tax in 
1937, and then after the statute of limitations had 
expired for 1937 received in 1943 a refund or abate- 
ment of $40,000—should that $40,000 be subject to 
excess profits tax? 

Section 721 of the Internal Revenue Code deals with 
abnormalities in the taxable period. Certainly the 
$40,000 would be attributable to another year, and 
certainly it would seem abnormal for any taxpayer to 
receive such income.'* However, abnormal income 
must be segregated into separate classes, the one into 
which the $40,000 would fall being “income arising 
out of a claim, award, judgment, or decree, or interest 
on any of the foregoing.” '® And income cannot be 
abnormal in character unless the taxpayer had no 
gross income of the particular class involved for any 
of the four previous years. If there was gross income 
of the class during the four preceding years, then the 
current income is considered abnormal in amount 
only to the extent that it exceeds 125% of the average 
amount of such income for the four previous years.’® 

Assuming that in the case of our $40,000 abatement, 
no adjustment to net abnormal income is necessary (in 
other words, assuming that no expenses directly 
applicable to the abatement were deductible in 1943) 
——then if there was no income in 1939, 1940, 1941, or 
1942 falling within this particular class, the $40,000 
would be entirely attributed to 1937.17 Since there was 
no excess profits tax in 1937, the $40.000 would be 


free from any excess profits tax in 1943. 


If there had been income of this class in 1941, for 
example, in the amount of $80,000, then 125% of the 
average for the four years preceding 1943 would be 
$25,000. Consequently only $15,000 of our $40,000 
abatement would be free from excess profits tax. 


4 Reg. 109, Sec. 30.721.3 states: ‘‘Items of net abnormal income 
are to be attributed to other years in the light of the events in which 
such items had their origin, and only in such amounts as are reason- 
able in the light of such events.’’ The $40,000 is clearly reasonable. 

15 Internal Revenue Code Section 721-(a) (2) (A). 

16 Reg, 109, Sec. 30.721-1. 


% This, of course, has no effect on base period earnings for exemp- 
tion purposes. 
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In view of these abnormality rules, if a taxpayer 
has a number of abatements or refunds coming it 
would normally be advantageous so far as excess 
profits tax is concerned for him to receive them in one 
year rather than spread them over several. Contrast 
the effect of receiving a $40,000 abatement in each of 
the years 1943, 1944, 1945, 1946, and 1947, and re- 
ceiving $200,000 in one sum in any one of the years, 
all the abatements being attributable to years before 
1940 and there being no similar income in any year. 
If $40,000 were received in each year, $40,000 would 
be excess profits tax free in 1943, $27,500 would be 
tax free in 1944, $15,000 would be tax free in 1945, 
only $2,500 would be tax free in 1946, and none would 
be tax free in 1947. Conversely, a total of $115,000 
might be taxable at 90%, resulting in an excess profits 
tax of $103,500. If the $200,000 were received in one 


year there would be no excess profits tax. 


The Tax Benefit Theory 


In addition to the above limitation on excess profits 
tax, there are some restrictions in regard to the normal 
tax and surtax. One is the tax benefit theory. Orig- 
inally the Board of Tax Appeals sponsored the idea 
that unless a deduction in one year reduced income 
tax, a recovery pertaining to the deduction would not 
be taxable in a subsequent year. Unless there had 
been tax benefit there would be no subsequent tax. 
For example, if a taxpayer in a loss year charged off 
and deducted bad debts, any recovery of those bad 
debts in another year would not be taxable until the 
recovery exceeded the earlier loss. The Circuit Courts 
rejected this theory. The conflict was partially re- 
solved by the amendment of Section 22 (b) of the 
Internal Revenue Code in the 1942 Revenue Act to 
effectuate the theory insofar as bad debts, prior taxes, 
and delinquency amounts were concerned. 


Consequently, if a $100,000 real estate tax deduction 
was claimed in a year in which there was a net loss 
of $110,000, then the refund, abatement, or cancella- 
tion of all or any part of the $100,000 deduction is not 
taxable. If the net loss had been $50,000 instead of 
$110,000, then only the portion of the refund or abate- 
meut in excess of $50,000 is taxable. Of course, if the 
original deduction resulted in a tax benefit in some 
other year, through the operation of a net operating 
loss carry-over or carry-back, then the refund or 
abatement cannot be tax free. 

The application of this doctrine may in many cases 
afford a very real benefit to the taxpayer. The refund 
or abatement to which it applies is exempt not only 


from excess profits tax but also from normal tax 
and surtax. 


Section 38U1—Internal Revenue Code 


Ordinarily Section 3801 of the Internal Revenue 
Code, which mitigates the effect of the statute of 
limitations in some cases, would not be applicable to 
situations such as those we have discussed. But in 
some instances it might be pertinent. To use a pos- 
sible extreme illustration, suppose a taxpayer was 
assessed $100,000 in real estate tax, but paid only 
$60,000 as in our original example. On his income tax 
return he claimed $100,000 but the Commissioner 
allowed a deduction of only $60,000. Later, after the 
statute of limitations had expired on the earlier year, 
the taxpayer received a $40,000 abatement on his 
original $100,000 assessment. Thereupon the Com- 
missioner alleged that the $40,000 was income in the 
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Allocation of Investment Income Under 


State Statutes 


By WILLIAM J. SHULIZ 


Mr. Shultz is assistant professor of Business Administration at the College 
of the City of New York, now on leave of absence with the New York 
State Tax Commission as Research Consultant. He was a 
consulting expert to the U. S. Treasury in 1942. 


AWMAKERS have given little thought to allocation 
| investment income under state corporation in- 
come and franchise taxes. Often the statutes make 
no mention of investment income, in which case it is 
either lumped with business income for allocation by 
the formula for that income, or is attributed to the 
“domicile of the recipient” which may mean either the 
state of the corporation’s organization or the state in 
which it maintains its chief office, according to the 
construction placed on this term in the particular 
state. When the statutes do deal separately with in- 
vestment income, they often allocate it vaguely by 
some such phrase as “investments domestic to the 
state,” “from sources within the state,” or “according 
to the source from which received,” which are gener- 
ally meaningless as allocation guides. These variant 
treatments are shown in Tabulation I. 

Fiscal literature has left this subject practically 
untouched. The only recognition in any writing on 
taxation that there is an investment income allocation 
problem, and that it differs from the problem of busi- 
ness income allocation, is the recommendation by a 
National Tax Association committee that investment 
income not received in connection with business activ- 
ity should be allocated to the state of the corporation’s 
principal office.* 

Establishing an equitable and practicable method 
for allocating investment income involves the follow- 
ing major considerations: 

1. Choice between a single formula for combined 
business and investment income and separate for- 
mulas for the two classes of income. 

2. If separate formulas are used, choice among the 
various possible formulas for allocating investment 
income. 

3. Devising of a procedure for prorating expense 
between business income allocated by one formula 
and investment income allocated by another. 


The Issue of a Single v.a Double Allocation Formula 


As indicated in Tabulation I, ten states apply a 
single allocation formula to all classes of corporate 
income. in most cases such an arrangement exists 
because the lawmakers were not aware that the issues 
involved in allocation of investment income differ 
from those involved in business income allocation. 
In two cases the single formula includes an investment 
factor—stock holdings by the taxed corporation—so 
that investment distribution affects the allocation of 
business income, and business factors affect the allo- 
cation of investment income. 





* National Tax Association, Proceedings of the Thirty-Second 
Conference, 1939, p. 207. 
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Arguments For a Single Formula 


For most business corporations, investment in the 
shares or bonds of other corporations, or in govern- 
ment bonds, is an incident to their more fundamental 
business activity. Corporate investments often repre- 
sent a temporary use of accumulated surpluses that 
will eventually be employed to expand manufacturing 
or sales facilities. Until the occasion for such internal 
investment arises, these funds are placed in readily 
marketable securities. They are never really isolated 
from a corporation’s general business activity. Sooner 
or later the securities are sold and the funds rein- 
vested in business facilities. And during the interim 
these securities enter into the corporation’s net worth 
that is part and parcel of its credit standing. The 
surplus funds invested in these securities were previ- 
ously derived from the corporation’s general business 
activity, and the securities currently contribute indi- 
rectly to the corporation’s business standing. A sound 
line of reasoning can well attribute dividends or 
interest received on these securities to the origins of 
the corporation’s general business income, and so 
justify the allocation of such investment income by 
the formula used for the corporation’s business 
income. 

A second consideration that supports allocation of 
investment income by a corporation’s business for- 
mula is that it is free from a weakness that afflicts most 
special formulas for investment income. As described 
later, these special formulas generally permit a cor- 
poration to minimize the tax on its investment income 
by shifting its principal office, or its investments, so 
that its investment income comes under the juris- 
diction of a state with no corporation income tax or with 
a low-rate one. No such minimization, with its un- 
favorable consequences to the taxing state’s economy 
and revenue, can result from allocating investment 
income by a business income formula. (But note that 
if the allocation formula used for business income 
includes an investment factor, as in New York and 
Vermont, manipulation of investments can attribute 
not only investment income, but business income as 
well, outside the taxing state.) A final and very im- 
portant consideration is the extreme simplicity of this 
method. Only one formula, instead of two, has to be 
calculated. No complicated distribution of investment 
assets or of the items of investment income has to be 
made. No proration of expense between business and 
investment activities is required. As indicated subse- 
quently, any equitable formula for allocating invest- 
ment income is necessarily complicated and involves 
substantial compliance and auditing labor. This com- 
plexity, these compliance and administrative costs, are 

saved by single-formula allocation. 
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Arguments Against a Single Formula 


While an equitable argument can be developed, as 
indicated above, for allocating incidental investment 
income received by a business corporation in conjunc- 
tion with its general business income, this justification 
disappears completely for corporations that receive a 
major part, or even a substantial part, of their incomes 
from investments or subsidiaries. Generally their in- 
vestment capital is not likely to be subsequently 
ploughed back into their basic business activities. 
Investment and managerial considerations, not oper- 
ative business considerations, dictate the choice and 
distribution of their investments. Any parallel in the 
distribution of their business incomes and their in- 
vestment incomes would be fortuitous. The probabili- 
ties are that these incomes have widely different 
distributions within and without the taxing state, and 
the tax law should take cognizance of such differences. 


A single allocation formula works particularly badly 
in states which harbor any considerable number of 
investment trusts or holding companies. Allocation 
of their incomes by a business income formula would 
be not merely inequitable; it would be impossible. 
Such corporations have no commodity sales ; they may 
have no tangible property. Thus two of the major 
factors in most business income allocation formulas 
would not exist for them. Since they can not be 
brought under single-formula allocation, either a 
special allocation formula must be established for 
them, or they must be subjected to some other tax 
than the general corporation income tax. In either 
case, arbitrary demarcation lines must be established 
to differentiate investment trusts and holding com- 
panies from business corporations subject to the 
general tax, and these arbitrary demarcation lines 
breed discriminations and administrative difficulties. 


Conclusion 


For states that are not at present the homes of in- 
vestment trusts and holding companies, and that do 
not expect to attract this type of corporation in the 
near future, the administrative simplicity of using one 
formula for both business and investment income 
probably outweights at present the resulting slight 
inequities of this arrangement. For most corporations 
the inequity is not great since, as indicated above, 
their investments are generally incidental to, and 
associated with, their business activities. Any corpo- 
rations with substantial investment interests that 
conduct business operations in such states can protect 
themselves against single-formula allocation dis- 
crimination by corporate segregation of their invest- 
ment interests, thus removing their investment income 
from tax liability in such states. 


But any state that harbors investment trusts, hold- 
ing companies, and corporations that operate partly 
as business companies and partly as holding or invest- 
ment companies, should provide for separate allocation 
of business and investment income. Companies of the 
types indicated have substantial investment incomes, 
which can not logically be allocated by a business 
income formula. Providing special taxes or special 
allocation formulas for these classes of corporations 
produces arbitrary differentiations and discrimina- 
tions which may discourage some of these special 
types of investment business from establishing them- 
selves in the state. As will be indicated, it is possible 
to devise a double allocation formula which, while 
more complicated than a single one, is administratively 
practicable. For a state harboring investment trusts, 
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TABULATION I 
Allocation of Investment Income Under State Corporation Income Taxes 





gome as 

usiness 

Stat "Soci domicile of FP ll s Other 

- = ie = receiving principal 
aN ~—d corporation office 
vision. 

Ala. b 

Ariz. x 

Ark. Int. on dom. corp. 
bonds, & divs. on 
stock of all corps. 
that do more than 
Y% of bus, in state, 
allocated to state. 

Cal. x 

Colo. Inc. from ‘‘invest- 
ments domestic to 
state’ allocated to 

‘ state. 

Conn, x 

=. €. ‘From sources with- 
in District’’. 

Ga. “Situs of corp.” 

Td. Divs.—b Int. from corps. do- 
ing 26% or more of 
bus. in state, 

Iowa = 

Kans. x 

y- “Sources within or 

L outside state’’. 

a. x 

Md. a 

Mass. To states: div. & int. 
received by dom. 
corp., int. paid by 
dom, corp. 

Minn, = 

Miss. Dom. corps. — all. 
For. corps, — div. 
from dom. corps. and 
from for. corps. do- 
ing over % of bus. 
in state. 

Mo. Where business done 
by issuing corps. 

Mont a 

N.M. Discretion of STC. 

N. Y. a 

N. D. According to source 
from which received. 

Okla > 4 

Ore. b 

Pa, b 

a b 

a x 

Tenn. Dom. corps. — all. 
For. corps. — div. 
and int. from dom. 
corps, 

Utah x 

Vt. a 

Va. b 

Wis. = 


1But Stanley Works v. Hackett, 1937, 122 Conn. 547, 190 Atl. 743, 
held that dividends of a Canadian corporation could not be taxed to the 
receiving domestic corporation. 





holding companies, and similar institutions, the com- 
plexities resulting from separate allocation of business 
and of investment income are less than the complexi- 
ties resulting from separate taxation or separate 
allocation for these special types of corporations. 
This recommendation of double allocation formulas 
for states harboring investment trusts and holding 
companies, and single formulas for other states, ap- 
parently ignores the advantages of uniformity in 
corporation income allocation. But note that single 
formula allocation is granted only a present advantage 
in states that harbor no investment trusts and holding 
companies. If, in time, the other states develop an 
effective uniform double formula, corporations doing 
an interstate business will save no compliance costs 
by using single allocation formulas in some of the 
states in which they operate. For double-formula 
states they will have to calculate a distribution of 
their investment income based on the origin of such 
income; it will cost them no more trouble or expense 
to apply this distribution in the tax returns of all 
states in which they operate than it does in the 
one or more that must of necessity apply such for- 
mulas. When efficient uniformity is achieved as 
among the states that must use double allocation 
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formulas, then the question can be raised as to whether, 
for the sake of general uniformity, the other states 
should not also adopt the uniform double formula. 


Separate Investment-Income Allocation Formulas 


The investment income of corporations may be sep- 
arately allocated by four formulas—to the state of 
organization, to the state of principal office, by invest- 
ment-income-origin distribution, and by an invest- 
ment-assets distribution. Supplementary problems 
to be considered in connection with separate invest- 
ment-income allocation are the treatment of “situs” 
income and the proration of expense between business 
and investment income. 


Treatment of “Situs” Income 


Rents from real and tangible property and mort- 
gage interest have long been recognized as having a 
taxable situs in the state where the underlying prop- 
erty is located. So, too, state and local bonds, and 
presumably the interest thereon, have a situs in the 
state of issue. But are these income items also taxable 
by the state wherein a recipient corporation does 
business? Many states have framed their laws on the 
presumption that they are not so taxable and have 
provided, whatever be their general allocation pro- 
visions, that rent and mortgage interest must be 
attributed to the. state wherein the underlying prop- 
erty is located and state and local bond interest to the 
state of issue. 

No specific judicial determination has been made on 
this point. But Cohn v. Graves (300 U. S. (1937) 308) 
has definitely broken down the old doctrine that in- 
come arising from property with an exclusive tax 
situs itself must have an exclusive situs. There is 
reason to believe that these items of “situs” income 
can now be included with other classes of investment 
income for general investment allocation, if this be 
desired. In general, this is desirable. Separate treat- 
ment of rents, mortgage interest, and interest on state 
and local bonds would necessitate a three-way division 
of income and a three-way distribution of expense, 
instead of two-way classification, with a correspond- 


ing increase of compliance complexity and auditing 
labor. 


Attribution to State of Corporation’s Organization 


Several states attribute all investment income to the 
state of any recipient corporation’s organization, 
while some make this provision for domestic corpora- 
tions while providing for taxation of some elements 
of investment income to foreign corporations. Fre- 
quently attribution of investment income to the state 
of a corporation’s organization is made solely because 
the corporation income tax of a state is associated with 
its personal income tax, and under the latter income 
from intangibles is assigned to “domicile of the 
recipient.” (In some states, statutory attribution of 
investment income to the “domicile of the recipient” 
has been construed to mean attribution to the cor- 
poration’s “commercial domicile”’—the state of its 
principal place of business ; thus, in Minnesota, Cargill 
v. Spaeth, 10 N. W. (2) 728, and Canisteo Corp. v. 
Spaeth, 300 N. W. 596.) 

To permit attribution of a corporation’s investment 
income to turn solely on the legal fiction of whether 
it is a domestic or foreign corporation has one consid- 
eration—administrative simplicity—to recommend it. 
The taxpayer would not have to classify its invest- 
ment income, through the use of a complicated 
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allocation calculation, into an in-state part and an out- 
state part. The tax administration would be saved 
the task of auditing such a classification. The corpo- 
ration’s investment income would be attributed in its 


entirety, either to the taxing state, or outside the 


taxing state. 

While attribution of investment income to the state 
of a corporation’s organization would have the virtue 
of relative compliance and audit simplicity, it would 
suffer from compelling disadvantages. Tax liability 
would be made dependent upon one of the most arbi- 
trary of legal fictions—that the privilege of corporate 
organization in one state or another per se makes any 
contribution to its business activity and business 
profit. All equitable interests of the taxpayer and the 
taxing state alike would be sacrificed. Moreover, an 
undesirable regulatory influence would be introduced. 
Corporations with any substantial amounts of invest- 
ment income would be induced to organize themselves 
in states that impose no income taxes or low-rate 
taxes, or that allocate income upon some different 
basis. This latter consideration alone makes state-of- 
organization attribution out of the question for any 
state that wishes to bring investment trusts, holding 
companies, and other investing corporations under its 
general corporation income tax; they would all escape 
from under a tax with such allocation. 

Attribution of investment income to the state of a 
corporation’s organization must be eliminated from 
consideration. 


Attribution to State of Principal Office 


Basing a corporation’s liability for taxation on its 
investment income on the location of its principal 
office has strong theoretical support. The most recent 
National Tax Association committee that has studied 
and reported on the subject of allocation recommends 
this treatment of investment income. The principal 
office of a corporation is generally the situs of its 
financial as well as its managerial functions. The re- 
serves available for investment accumulate there, and 
the control of investments centers there. It can thus 
be argued that investment income is “produced” at 
the location of the head office of the recipient corpora- 
tion, so that attribution of such income to the state 
where that office is located is, in effect, “origin” 
taxation in conformity with the “origin” taxation of 
business income. 

A second favorable consideration is the relative 
administrative simplicity of this method of attribu- 
tion. Since for any state all investment income would 
either be taxable or nontaxable in its entirety, report- 
ing would present no more difficulty than if invest- 
ment income were attributed to the state of the 
corporation’s organization. 

There are three arguments against principal-office 
attribution of investment income. First, the reasoning 
that a corporation’s principal office is the “origin” of 
its investment income is highly artificial. One could 
as well argue that its managerial office was the 
“origin” of its business income. Just as business in- 
come is considered, for tax purposes, to have its 
“origins” in the various productive and distributive 
activities that produce the income, so investment in- 
come should be deemed to have its “origins” in the 
particular investment assets that yield such incomes. 
For so long as corporation income taxation is based 
on the principle of “origin,” that principle should be 
applied consistently. 

Second, it is often difficult to establish which of 
several major offices can be designated as a corpora- 
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tion’s principal office. Administrative dispute, and 
sometimes litigation, would be bred by such attribu- 
tion. 

Third, there is a possibility that some corporations 
might consider moving their head offices out of the 
taxing state to minimize their taxes. Manufacturing 
and merchandising enterprises conducting an inter- 
state business would not be compelled to abandon 
existing managerial premises, and create new estab- 
lishments in other states. All that would be involved, 
in many cases, would be transfer of financial functions 
from an office in the taxing state to one already estab- 
lished in some other state, accompanied by the claim 
that this other office was now the corporation’s prin- 
cipal office in which its financial functions were 
centered. Such transfers, easy enough to accomplish, 
would not only deprive the taxing state of the tax it 
hoped to obtain from investment income, but would 
cost it, without any compensating gain, of an element 
of financial business. In the case of states harboring 
investment trusts and holding companies, an exodus 
of such companies from the state would be a certain 
result of principal-office attribution of investment 
income. Not only would the revenue objectives of 
corporation income taxes in such states be defeated, 
but their regulatory effect would be highly disadvan- 
tageous. 

While the case for attributing a corporation’s in- 
vestment income to the state of its principal office is 
much stronger than that for attributing it to the state 
of the corporation’s organization, the unfavorable 


considerations definitely outweigh the favorable 
ones. 


Investment-Income-Origin Allocation 


Allocation of a corporation’s investment income 
according to the origin of such income has the strong- 
est theoretical justification. Taxation of business 
according to the origin of its income is the basis of 
corporation taxation in all states that have corporation 
income taxes. This is the theory behind all formulas 
for the allocation of business income. If the “origin” 
of investment income can be established, and such 
income when received by corporations be taxed ac- 
cording to such origin, state corporation income taxes 
will have an internal consistency that no other pro- 
cedure for attributing or allocating investment income 
can give them. 

Treatment of “situs” income under “origin” allo- 
cation does no violence to the traditional handling of 
this type of income. Rents, capital gains from rented 
property, and mortgage interest are attributable under 
“origin” allocation to the state wherein the underlying 
properties are located. Interest on state and local 
bonds is attributable to the state of issue. 

Establishing the “origin” attribution of dividends 
on corporate securities, royalties from leases of patents 
and copyrights rented to business enterprises, and 
capital gains from such items, however, involves a 
complex compliance and auditing calculation. On 

‘origin” theory, the taxing state should tax only such 
proportion of ‘these investment income items as the 
proportion of the business of the paying enterprises 
within the taxing state bears to their total business. 
Investment income received from each and every enter- 
prise should be allocated according to the business 
done by that enterprise. 

The only practicable way that this can be accom- 
plished is for each item of such income to be allocated 
by the allocation precentage already established for 
the paying enterprise under the taxing state’s income 
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ILLUSTRATION A 


Schedule for Allocating Investment Income 
(Investment-income-origin method) 


All investment receipts from corporations or unincorporated business 
enterprises shall be allocated to State X by the percentage established 
by the Tax Commission for the paying enterprise. Interest on State X 
state and local bonds, mortgage interest on State X property, rentals 
from State X property, and capital gains from State X investment prop- 
erty, shall be allocated entirely to State X. 





Allocation 


Source Amount Percentage 


State X Part 





Dividends, corporate bond interest, capital gains from corporate securities, 
royalties, other investment income from business enterprises 


scientists ore ara, MM aie sac areas Sa 4 REED REE 


Total $ ’ 


Rents, capital gains from rented property, mortgage interest, 
interest on state, local and foreign bonds 


Combined 
Total $ 





tax. Of course, the allocation percentage for the cur- 
rent year would never be available, since at the time 
the receiving corporation was making its return, this 
percentage would not have been determined for the 
paying enterprise. As a practical procedure, the allo- 
cation percentage for the preceding year would have 
to be used. In individual cases, this procedure might 
result in distortions of tax liability on particular items 
of investment income, but there is no practicable 
alternative. 


Should each receiving corporation have to request 
of each and every enterprise from which it received 
an item of investment income the latter’s latest allo- 
cation percentage, excessive compliance labor and 
irritation would result. Any state that adopts invest- 
ment-income-origin allocation of investment income 
will have to provide that the state tax authority shall 
publish the allocation percentages of all enterprises 
operating within the state that pay out items of in- 
vestment income, or at least the percentages of the 
more important of these enterprises. This is already 
done by North Carolina so that the personal income 
taxpayers of that state can allocate their dividend 
receipts. 

Assuming that the allocation percentages of the 
paying enterprises were made known to the receiving 
corporations, each such corporation would have to 
list, on a special schedule of its tax return, every item 
of investment income received from any enterprise 
and the allocation percentage of that enterprise for 
the taxing state. Applying this percentage to an in- 

come item would give the part of that income attrib- 
utable to the taxing state. An indication of how this 
special schedule would look, and the provision it 
would have to make for entry and calculation, is 
shown in Illustration A. 

It will be noted that no provision is made on this 
special schedule for entering and allocating federal 
bond interest, which is taxable in states whose cor- 
poration income taxes are imposed as franchise taxes. 
In strict logic, there can be no attribution among the 
states of federal bond interest; the “origin” of such 
interest is the federal government itself, an indivisible 
whole without geographic fragmentation. Any attri- 
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bution or allocation of federal bond interest, there- 
fore, must be arbitrary. With an “investment income 
allocation percentage” available through the cal- 
culations on the special schedule, as reasonable a 
treatment of federal bond interest as any is to allocate 
it in accordance with this “investment income alloca- 
tion percentage.” If a corporation has no other 
investment income than federal bond interest, such 
interest may then be allocated by the business income 
formula. 

The great recommendation of this “origin” method 
of allocating investment income is its equity. It 
attributes to a taxing state all the investment income 
derived from that state, and only such investment 
income. It brings the taxation of investment income 
under the corporation income tax in line with the 
taxation of business income. It makes possible the 
subjection of investment trusts, holding companies 
and other investing enterprises to a uniform corpora- 
tion income tax, without special rates or special alloca- 
tion provisions. 

“Origin” allocation of investment income has some 
important weaknesses. The first is the compliance and 
audit labor that is involved in the special investment- 
income allocation schedule. This complexity probably 
seems greater in anticipation that it would be in prac- 
tice. Preparation of the tangible property and sales 
analyses for ordinary business income allocation gen- 
erally involves, for most corporations, a more compli- 
cated calculation than this investment income schedule. 

A second weakness of “origin” allocation is that it 
frequently attributes part of a corporation’s invest- 
ment income to states in which it does no business. 
The taxing state in which the corporation does busi- 
ness must forego any tax on such part of the in- 
vestment income. Any other states in which the 
corporation does business and which use this approach 
to investment income taxation must likewise forego 
any tax on such part of the corporation’s investment 
income. And the states of the origin of this part of the 
income can impose no tax on it since the corporation 
does no business in them and is not subject to their 
tax powers. 

A third weakness is that a business corporation 
making temporary incidental investment of surplus 
funds can so choose its investments that the income 
from them is attributed outside the taxing state, thus 
at no cost to itself minimizing its tax. Such juggling 
of investments is a much simpler matter than trans- 
ferring a head office outside of a taxing state, which 
was considered a weakness of attributing investment 
income to the state of the corporation’s head office. 
Thus, for corporations whose investment activity. is 
incidental, and the distribution of whose portfolios is 
not determined by investment principles, an “origin” 
tax on investment income is even easier to avoid than 
a “principal-office” tax. 

A state can protect itself against this sort of avoid- 
ance by establishing a “floor” on its investment income 
allocation roughly equivalent to its share of the na- 
tion’s corporate business activity. Generally such a 
“floor” imposes little if any penalty on a business 
corporation not seeking specifically to minimize the 
tax on its investment income, but it may occasionally 
operate harshly on some corporations whose invest- 
ment distribution is determined by business consider- 
ations and which, without any motivation of tax 
avoidance, holds investments in corporations doing 
little or no business in the taxing state. 

For a state imposing both personal and corporation 
income taxes, a “privilege dividend tax” of the Wis- 
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consin type, which was credited against corporation 
and personal income tax payments, would provide a 
second type of protection against avoidance of a cor- 
poration income tax with “origin’ ’ allocation of in- 
vestment income. With respect to dividend income, 
at least, an investment trust or holding company 
would derive no advantage from moving its offices out 
of the taxing state. Its dividends from corporations 
operating within the taxing state would be reduced 
by the same amount of tax as if it maintained its 
offices within the taxing state. If it remained within 
the taxing state, this reduction of its dividends could 
be credited against its corporation income tax. 

A final disadvantage of investment-income-origin 
allocation is that it can not be used if a state employs 
a capital-basis tax to establish a minimum for its 
corporation income tax. If separate allocations are 
provided for business and investment income, the 
minimum capital-basis tax should likewise embody 
separate allocation of business and investment capital. 
But no investment-allocation percentage, which might 
be applied to investment capital, can be derived under 
investment-income-origin allocation for a year in 
which a corporation suffers a net loss on its invest- 
ment operations. 

In spite of the first three weaknesses noted above, 
“origin” allocation of investment income is practicable 
as well as equitable. If separate allocations of busi- 
ness and investment income are to be made under a 
corporation income tax, this method is recommended, 
in preference to state-of-organization or principal- 
office allocation of investment income, for any state 
that does not attach a capital-basis minimum to 
its tax. 


Investment-Assets Allocation 


Where a capital-basis minimum tax is involved, a 
variation of “origin” allocation, that we may call the 
“investment-assets” method, must be used. This 
method allocates a corporation’s investment income 
according to the in-state and out-state distribution of 
its investment assets (exclusive of federal bonds). On 
a special schedule (see Illustration B), the corporation 
reports its real and tangible investment properties 
within or without the state according to their actual 
siti. Mortgage values are located according to the 
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ILLUSTRATION B 


Schedule for Distributing Investment Assets 
(Investment-asset method) 


The listing below should cover all corporate bonds and notes the in- 
terest on which is not reported as business income, shares of corporation 
stock, state and local bonds, mortgages, and realty and tangible personalty 
not used in business operations. 

The value of corporate securities shall be allocated to State X by the 
percentage established by the Tax Commission for the issuing corpora- 
tion. State X state and local bonds, mortgages on State X property, 
and State X property shall be allocated entirely to State X. 


Fraction TOTAL Alloca- 
First Final Average of Year VALUE tion per STATEX 
Item Value Value Value Held USED cent VALUE 
- Corporate Shares and Bonds 
aero Sens Koeeasee di eT Eerie: | oe eS, @ OEE 
Total shares and bonds es ee 
Other Investment Assets 
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The New Revenue Bill: The Senate passed the 
bill on January 21, 1944. Since many amendments 
were made, the bill now goes to conference com- 
mittee, composed of members of both Houses of 
Congress. 

The Senate members of the committee are Senators 
George, Walsh, Connally, La Follette, Vandenberg, 
and Davis; and the House Members are, Representa- 
tives Doughton, Cullen, Cooper, Disney, Knutson, 
Reed (N. Y.), and Woodruff. 

After the Committee reaches an agreement on the 
present provisions of the bill, it must be passed -by 
both Houses and then to the President. 


Robert E. Hannagan: Recently appointed Com- 
missioner of Internal Revenue (October 9, 1943) from 
Collector for the Eastern District of Missouri, Robert 
E. Hannagan has resigned his new post. 


John L. Sullivan: Before becoming Assistant Secre- 
tary of the Treasury, Mr. Sullivan whose picture ap- 
pears on the front cover this issue, was assistant to 
the Commissioner of Internal Revenue. As Assistant 
to the Secretary one of his many responsibilities is 
the formulation of the Treasury’s tax policies with 
regard to revenue legislation. 


Treasury rules on insurance premiums: The type 
of insurance policy referred to in Section 1002.8 of 
Treasury Decision 5186 and Section 1002.8 of Treas- 
ury Decision 5295, which superseded Treasury De- 
cision 5186, payment of the premiums upon which is 
restricted to five per cent of the employee’s annual salary, 
determined without the inclusion of insurance and pen- 
sion benefits and without the inclusion of bonus and 
additional compensation, is the ordinary or whole life 
insurance policy which does not provide for a cash sur- 
render or loan value, or both, amounting to a large per- 
centage of the premiums paid. For example, premiums 
on endowment life insurance policies, single premium life 
insurance policies, fixed payment life insurance poli- 
cies and other similar life insurance policies, will be 





The Revenue Bill: Congress still working with it—Life Insurance Policies: New rules where employer pays the 


considered salary. Payment of premiums by employ- 
ers on behalf of their employees for term insurance 
policies, without any cash surrender or loan value, 
may be made in lieu of payment of ordinary or whole 
life insurance policies. Any insurance policy having 
a loan or cash surrender value greater than the ordi- 
nary or whole life insurance policy will be deemed 
by this office to have a loan or cash surrender value 
amounting to a large percentage of the premiums 
paid. The payment of premiums on ordinary life in- 
surance policies under which the first few premiums 
are higher than the ordinary life policies but in which 
the rate is reduced after the first few years to less than 
the ordinary life policies, will be considered to be in 
contravention of the Act of October 2, 1942, as 
amended, even though the option to use the reduced 
rate after the first few years is chosen, unless prior 
approval therefor has been granted. 


Payment of premiums by an employer on behalf 
of any employee on an existing life insurance policy 
theretofore entered into between the employee and an 
insurance company, constitutes a salary increase in 
contravention of the Act of October 2, 1942, as 
amended, unless prior approval is granted. In the 
case of payment of premiums on new insurance, it is 
immaterial for salary stabilization purposes whether 
the employer or the employee makes out the applica- 
tion for the policy. 


The payment by an employer of premiums on de- 
ferred annuity policies or retirement income policies 
for employees, without prior approval therefor, con- 
stitutes a salary increase in contravention of the Act 
of October 2, 1942, as amended, unless such payment 
is made under a trust or plan which meets the exemp- 
tion requirements of Section 165 (a) of the Internal 
Revenue Code. 


This office holds that an employer may not pay pre- 
miums upon life insurance policies for the benefit of 
a small group of selected employees, without prior 
approval therefor. The number of employees for 
whom premiums on life insurance policies may be paid 
is determined by the nature of the business and the 
total number employed. While the number need not 
include all the employees in the business, it must in- 
clude all the employees in the department in which 
any person to be insured is working. Furthermore, 
this office will not approve the payment of premiums 
on life insurance policies for groups of employees 
selected on the basis of length of service or the amount 
of compensation received, or both, except that em- 
ployees may be excluded who have been in the employ 
of the company less than one year. The exclusion 
from a group of employees otherwise qualified under 
this paragraph of employees ascertained to be uninsurable 
will not be deemed to be in contravention of the Act of 
October 2, 1942, as amended. Payments of premiums 
by an employer on deferred annuity policies or retire- 
ment income insurance policies in the case of unin- 
surable employees, where death benefits are limited 
to the premiums paid, are regarded as salary increases 
in contravention of the Act of October 2, 1942, as 
amended, unless prior approval therefor is obtained. 


premiums.—The Supreme Court: Cases listed which are pending.—Jesse Jones: Government expenditures.— 


Randolph Paul: Dissatisfied with revenue bill—John L. Sullivan: Cover personality—Robert E. Hannagan: Resigned. 
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With respect to persons who are uninsurable, for 
whom permission is requested to pay premiums upon 
annuity policies or retirement income policies, appli- 
cation should be made to the Regional Head of the 
Salary Stabilization Unit, setting forth information 
showing the names of the employees for whom the 
premiums are to be paid, the total number of em- 
ployees, the number of employees desired to be insured, 
the total number of employees under the jurisdiction 
of this office included in the plan, and the total number 
of employees under the jurisdiction of this office ex- 
cluded from the plan, and the salaries of employees 
for whom it is proposed to pay premiums upon annuity 
policies or retirement insurance policies. 


Group hospitalization and surgical insurance poli- 
cies which provide for the payment of hospital fees and 
surgical fees in the case of hospital confinement of 
employees, are considered to be health insurance 
within the purview of Section 1002.8, and premiums 
thereon may be paid by an employer for the benefit 
of his employees. Premiums paid by employers on 
group hospitalization insurance or group health and 
accident insurance for hospitalization and medical 
care of their employees, even though a portion thereof 
may be allocated for the purchase of such insurance 
for persons dependent upon the employees, do not con- 
stitute salary increases in contravention of the Act of 
October 2, 1942, as amended. The payment of pre- 
miums upon individual health, accident or hospitali- 
zation insurance by an employer for the benefit of 
an employee, will be deemed to be a salary increase 
in contravention of the Act of October 2, 1942, as 
amended, unless prior approval therefor is obtained. 

This office does not intend to give retroactive appli- 
cation to the requirement of Section 1002.8 of Treas- 
ury Decision 5295 that the payment of insurance 


premiums on ordinary or whole life insurance policies © 


must be for the benefit of more than a small number 
of selected individuals. 


Applications for approval of the payment of pre- 
miums on life insurance policies will be considered 
only under the following circumstances: 

(a) The complete facts relative to the transaction, 
together with a copy of each contract or other docu- 
ment necessary to present the question, must be given. 

(b) The names of all the real parties interested 
must be stated, regardless of who presents the ques- 
tion, whether an interested party, attorney, account- 
ant or other representative. 


(c) The request must be signed by the employer or 
employee, or in case either is represented by an attor- 
ney or agent, the request must be accompanied by 
properly executed power or attorney. 


Commissioner of Internal Revenue, Mimeograph 
No. 5607; Revenue Agent No. 1326; Technical 
Staff No. 288; Special Intelligence No. 288; Salary 
Stabilization Unit No. 39, December 8, 1943. 

Correspondence in regard to this mimeograph 
should refer to its number and the symbols SSU:ADB. 


The Supreme Court: The following is a list of tax 
cases before the Supreme Court for the October 43 
term, not including cases involving the estate or gift 
tax provisions of the law. 


Bain Peanut Co. v. Com. CCA-5 held that Commis- 
sioner had successfully rebutted the presumption of 
proof and established that the burden of the process- 
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ing tax had been shifted by the taxpayer. 43-1 ustc 
{ 9343 and 9387. Dkt. 91. Cert. granted, October 11, 
1943. 

Bowen, bankrupt: U. S. claimant. CCA-3 held bank- 
ruptcy court has jurisdiction to set aside fraudulently 
obtained certificates discharging federal tax liens. 43-2 
ustc J 9589. Dkt. 500. Cert. denied January 3, 1944. 

Dixie Pine Products Co. v. Com. A taxpayer on the 
accrual basis may not deduct gasoline taxes where it 
is contesting its liability for such taxes. 44-1 ustc 
§ 9127. Dkt. 84. Decided January 3, 1944. 

Douglas, Bessie P. et al. v. Com. CCA-8 held that on 
termination of a lease without extraction of minerals 
depletion allowances must be restored to income even 
where no tax benefit resulted. 43-1 ustc J 9386. Dkts. 
130-133. Cert. granted January 10, 1944. 

Equitable Life Assurance Society v. Helvering. CCA-2 
held that “supplementary contract reserves” and “ex- 
cess interest dividends” are not deductible. 43-2 ustc 
7 9550. Dkt. 492. Cert. granted, Dec. 20, 1943. 

Fides v. Com. CCA-4 held that a foreign corporation 
with nonresident alien stockholders is subject to the 
surtax imposed by Sec. 351(a), 1936 Act and is subject 
to penalty for failure to file a timely return. 43-2 ustc 
§ 9574. Dkt. 478. Cert. denied December 13, 1943. 
Rehearing denied January 10, 1944. 

Gibson v. Com. CCA-2 held that proceeds of sale of 
preferred stock warrants issued to common stock- 
holders constitute ordinary income to the extent of 
the market value at time of receipt. 43-1 ustc { 9282. 
Dkt. 69. Cert. applied for May 24, 1943. 

Goodrich Co., B. F. v. U. S. CCA-9 held that suit for 
recovery of excise taxes may not include issues not 
presented in the claim presented to the Commissioner. 
43-1 ustc J 9405. Dkt. 158. Cert. granted Oct. 11, 1943. 

Sea Gull Lubricants, Inc., etc. v. U. S. Ct. Cls. held 
that cutting oils are taxable as lubricating oils. 43-2 
ustc J 9480. Dkt. 558. Cert. applied for December 
27, 1943. 

Seattle-First National Bank; U. S. v. CCA-9 held 
taxpayer was not liable for stamp taxes by reason of 
a statutory consolidation of banks. 43-1 ustc {J 9454. 
Dkt. 267. Cert. granted October 11, 1943. 


Security Flour Mills Co. v. Com. CCA-10 held that 
on settlement of liability for unjust enrichment taxes 
under the 1936 Act the taxpayer may not restore a 
portion of the tax refunded to 1935 income and that 
amounts refunded to customers were deductible in 
the years refunded. 43-1 ustc J 9349. Dkt. 276. Cert. 
granted October 11, 1943. 

Simpson & Co., R. v. Helvering. CCA-2 held that 
taxpayer, a pawnbroker was a personal holding com- 
pany and imposition of penalty for failure to file a 
personal holding company return was proper. 42-2 
ustc J 9544. Dkt. 1. Cert. denied, November 9, 1942, 
63 S. Ct. 158. Rehearing granted and Cert. granted 
June 7, 1943, on question of imposition of penalties. 

Wilson Milling Co. etc. v. Com. CCA-8 held that tax 
on unjust enrichment was constitutional and applied 
even though there was no net income under Title I 
of the 1936 Act. 43-2 ustc J 9609. Dkt. 510. Cert. 
denied January 3, 1944. 

Wisconsin Gas & Electric Co. v. U. S. CCA-7 held 
that the Wisconsin Privilege Dividend Tax is not a 
deductible expense of the corporation because it is 
imposed upon the stockholders. 43-2 ustc J 9622. Dkt. 
565. Cert. applied for by taxpayer, December 29, 1943. 
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Mr. Randolph Paul, in a recent address, gives us 
facts and figures on the battle of inflation and the 
shortcomings on the Revenue Bill now being worked 
out by the Senate. 

To begin with, I want to say 
unequivocably that the Revenue Biil 
of 1943, as it is about to be debated 
on the Senate floor, is a tragic failure. 
It fails to meet the three principal 
tests of a wartime revenue measure. 
First, it does not raise enough rev- 
enue. Second, it fails as an instru- 
ment to reduce inflationary pressure. 
Third, it denies to more than 50 million 
taxpayers the simplification of tax 
law to which they are entitled. And, finally, it makes 
renegotiation unworkable and ineffective as a means 
of controlling profits on war contracts. 





The Revenue Test 


We may as well face the facts at the outset. With 
war expenditures of $92 billion in the current (1944) 
fiscal year, a total reduced budget of $98 billion, and 
a revenue yield from existing taxes of $41 billion, we 
are running a deficit of $57 billion. In November, 
1943, the Federal Government spent $5.7 billion more 
than it collected in revenue. We were accumulating 
debt at the rate of nearly $200 million a day. At the 
end of the fiscal year, June 30, 1944, this means a debt 
of about $200 billion, on which the interest charges 
will be close to $4 billion a year. 


There is no escape from these expenditures. They 
are war expenditures. They provide weapons for our 
fighting forces. If we could, we would spend more; 
if we had no increased revenue possibilities, we would 
still spend to win the war as completely and as quickly 
as possible. 

But the very emergency which makes us spend pro- 
vides the stuff of debt avoidance. In 1933 citizens had 
cash income after taxes of $44 billion; in the glorious 
year 1929, they had $80 billion. In the current fiscal 
year 1944 they will have $126 billion, far above the 
prosperity we thought we had in the peak year of 
the Twenties. The way out of debt accumulation is 
plain to nearly every eye. 

It was plain to the Treasury on October 4, 1943, 
when the Secretary of the Treasury proposed to the 
House Ways and Means Committee an additional tax 


program of $10.5 billion which he described on No-: 


vember 29th as “needed to safeguard the financial and 


economic future of this country during and after 
the war.” 


This program might have been criticized as inade- 
quate, but it could hardly be fairly condemned as too 
drastic. We faced a period in which consumer income 
after taxes, $126 billion, exceeded by $36 billion the 
amount required to buy the $90 billion of available 
consumer goods and services at present prices. Our 
people would have $36 biliion which would not be 
spent. The $10.5 billion program would have appro- 
priated to government use in wartime—in the most 
critical period in our history—less than one-third of 
the excess. It would have permitted us to save over 
5 times as much as the $5 billion we were able to save 
in liquid forms in 1940, the highest amount ever saved 
in any year in the prewar decade. 


Our people are financially prosperous. In the 
period from January 1, 1940, to June 30, 1943, they 
accumulated $55 billion of savings, after paying in- 
creased taxes. In 1943 they spent nearly twice as 
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much for clothing as in 1939. They spent more than 
twice as much on restaurant meals and drinks. They 
spent nearly three times as much on jewelry. I do 
not mean to imply that every American is living in a 
paradise of silk shirts, juicy steaks, and corona- 
coronas. 


With all this spending the American people have 
saved more than ever before. They have accumulated 
in the last 3% years liquid savings of more than $55 
billion of which fully half is in increased currency 
and bank accounts. Is it not clear that they could 
afford to pay $10.5 billion of additional taxes? I, for 


one, believe they would have been willing, if not glad, 
to do so. 


If I am right, little need be said about the bill soon 
to be debated in the Senate. As it passed the House, 
it was expected to raise $2.1 billion in a full year of 
operation. The cancellation of the automatic rise in 
Social Security taxes will reduce prospective receipts 
by $1.4 billion. That means that the Senate bill will raise 
only $876 million. This is without allowance, how- 
ever, for revenue losses and increases in expenditures 
resulting from the Finance Committee renegotiation 
amendments which open the door to war profiteering. 
lf these amendments stand, it will be years before we 
know precise financial effects; but it is possible that 
they will put the bill in the red. In short, what started 
out to be a revenue bill is now in large part a measure 
to appropriate public funds for “relief” of war prof- 
iteers and others. 


I wonder what returning soldiers and sailors and 
marines will think of this tax measure—a statute 
passed by the people at home which says: We did not 
want to surrender to the Government a third of our 
war-made prosperity while you were fighting the 
enemy in mountain, jungle, desert and on the sea. 
We preferred to pass on the load to the future when 
you who fought would also be required to pay. 


Inflation Test 


One might understand a refusal to be taxed, if it 
meant more purchasing power in the pockets and bank 
accounts of taxpayers. Against the big loss of partici- 
pation in the war effort there would be the small, im- 
mediate gain of increased wealth. From a narrow, 
selfish viewpoint such an attitude might make sense. 
But the grim fact is that as a people we gain nothing 
by refusing to pay taxes. On the contrary, we stand 
to lose a great deal. Inflation very well may take 
what we do not pay to the tax collector. And more. 


I sometimes suspect that many of use are passive 
about inflation because we have heard so much about 
it. For two years the economists have been warning 
us that inflation would soon engulf us, yet so far we 
are only knee-deep init. We forget that it has stayed 
within bounds because of the steps we have taken to 
prevent rising prices. The danger is that we are emo- 
tionally weary of hearing the word “inflation” at the 
very time it is most threatening. You remember the 

table of the shepherd boy who assuaged his loneliness 

by crying, “Wolf, Wolf,” to the villagers. When the 
wolf actually came, he lost his flock because the people 
refused to believe him. 


I cannot cover the subject of inflation in a short 
evening address. It comes from a sudden and enor- 
mous increase of money among a people without a 
corresponding increase of things to buy. It ends in 
prices that take away the buying power of savings 
as well as income. You may have seen the picture of 
“Joe’s Diner” in Harry Scherman’s pamphlet on infla- 
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tion. A returning soldier is sitting on a stool in front 
of the counter with his hand reaching into his pocket 
for money. His uplifted face is directed at a sign to 
which the waiter is pointing. The sign lists prices: 
coffee, 50 cents; coffee, with cream, 75 cents; ham- 
burger, $1; hamburger, with french fried potatoes, 
$1.50. The title of the picture is a question: “Shall 
we let him come home to this?” 


He may very well come home to such prices—and 
we at home may pay such prices—unless we face the 
economic facts that meet every qualified eye. With- 
out reduction, pressure of abundant income will be 
too much for our existing price structure. Price and 
wage ceilings, and rationing have held the line fairly 
well so far. No one knows the ultimate breaking 
point of these direct control devices, but we do know 
that they are now threatened. More than ever they 
need the help of additional taxes which reduce spend- 
ing power. If they do not get this help, and other help 
that is being asked, our soldiers and sailors and 
marines may return to 50 cent coffee and $1 hamburgers. 


The arithmetic of inflation is simple. In 1939 con- 
sumers had $11 to spend upon every $10 of goods. In 
1940 they had $11.10; in 1941, $11.80; in 1942, $13.30; 
in the first half of 1943, $13.80. The rate promises to 
be about $14 for the fiscal year 1944 as compared with 
$11 in 1939. In total terms the Nation has $126 bil- 
lion of spending power this fiscal year—after existing 
taxes—against $90 billion of available goods. The 
excess of $36 billion, plus accumulated savings of $55 
billion, make a total of over $90 billion nervous dollars, 
which threaten our price structure with collapse. 


Neither the House nor the Senate bill attempts to 
cope with this dangerous situation. Any pretense 
that the bill will appreciably diminish inflationary 
pressure is what Justice Holmes called “little more 
than a fiction intended to beautify what is disagreeable 
to the sufferers.” A $2 billion tax bill is hardly a 
gesture of inflation prevention. It indicates that the 
Congress either does not see the inflation clouds on 
the horizon, or that it does not choose to batten down 
the hatches against them. 





Simplification Test 


Before examining the new tax bill in the light of 
its failure to meet the popular demand for simplifica- 
tion, I shall confess that I have made two speeches 
in favor of simplifying our tax laws. In this, my third 
attempt, I am reminded of Fit the First in Lewis 
Carroll’s “The Hunting of the Snark”: 


“ce 


. . Just the place for a Snark! I have said it 
twice: 
That alone should encourage the crew. 
Just the place for a Snark! I have said it thrice: 
What I tell you three times is true.” 


I hope that what I shall say may be true of itself and 
not by virtue of reiteration. I hope it was true the 
first time I said it. 

The desirability of simplifying our tax laws is so 
obvious that I shall not labor it here. One set of 
figures is enough. In 1932 exemptions and national 
income were at such levels that less than two million 
returns were filed with the Bureau of Internal Rev- 
enue. Time and the war will raise this figure to 
44 million for 1944. 


In this distinguished group of Indiana attorneys I 
should like to draw one item from my personal experi- 
ence in the tax field. When I was in your position 
I was interested in the problems of the few clients I 
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had. Their problems were in the field of estate and 
gift taxes, corporate reorganizations, valuation, trusts. 
| was intensely concerned with the complication of our 
tax laws in this territory. It seemed unjustifiable. 
I still believe it is intolerable, and I shall leave no 
stone unturned in my effort to make these provisions 
of the statute simpler and easier for the taxpayers who 
are most affected by them to understand. That is a 
long, uphill job if we would do it well. As Mr. Justice 
Jackson said in the recent Dobson case: “No other 
branch of the law touches human activities at so many 
points. It can never be made simple, but we can try 
to avoid making it needlessly complex.” 


But I must confess to a shift of interest since I have 
been with the Treasury Department. Our immediate 
problem today is simplification for the masses of tax- 
payers. If the income tax—the bulwark of our tax 
system—is to succeed, we must find a way of making 
the tax understandable to 50 million taxpayers who 
cannot employ lawyers and accountants. We must 
tackle the job in full realization that these millions are 
not concerned with what the statute and the regula- 
tions and the court decisions say. To them the income 
tax return and the instructions on that return are 
the whole story. It is logical, then, that simplification 
should begin at that level. 


It was at that level that the Treasury began its 
current campaign against income tax complexity. A 
group of legal and research experts, joined by several 
specialists in the layman’s point of view, gathered 
around the conference tabel last summer to simplify 
individual income tax returns. They introduced a 
number of new features into the returns to be filed 
next March, and made some progress in modifying the 
traditional form of the income tax return in the inter- 
est of simplification. 

I am frank to predict, however, that taxpayers will 
not call the results simple. Time and again the move 
for simplification has run against a stone wall. The 
primary obstructions this year were the Victory tax 
and the cancellation feature involved in the transition 
to a pay-as-you-go system. Fortunately, the hurdle 
of cancellation will be behind us when we draft the 
return forms for 1945. 


In this group I need not elaborate upon the com- 
plications of the Victory tax. I need only remind you, 
first, that the Victory tax has introduced a separate 
concept of taxable income; second, that it uses an 
exemption different from the regular income tax ex- 
emption; third, that it requires an entirely separate 
tax computation ; and fourth, that it recognizes family 
status only through a complicated credit. This credit 
was labeled a postwar credit, but was made available 
currently on such easy terms that the word “postwar” 
became a misnomer. Congress, recognizing this in- 
firmity, eliminated the postwar aspects of the credit 
and made it simply a current credit. The Treasury 
recommended this change and would go even further. 
It would like to see the rest of this noble experiment 
given a decent burial. In contemplation of its death, 
the logical move would be to shift the burden of the 
Victory tax to the regular income tax structure. To 
that end the Treasury has proposed that the Victory 
tax be eliminated and that with a reduction of exemp- 
tions and dependency credits its burden be absorbed 
into the net income tax scale. 


The tax bill, as passed by the House, would repeal 
the Victory tax, an essential step if we are to achieve 


[Continued on page 92] 
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The Shoptalkers: “In a recent session we were 
righteously abusing ad valorem taxes,” observed the 
Kid, looking up from a newspaper, “but here’s a real 
honey of one; runs up to 232%! Varlik Vrgisil”’ 

“Garlic what!’ exclaimed Dash. “What on earth 
are you talking about?” 

“A new Turkish ad valorem tax levied on all busi- 
ness property—and it’s a beaut,” continued the Kid. 
“It runs from 5% to 232%, depending, largely, on how 
the assessors like the color of your hair. And you got 
30 days to pay cash on the barrelhead, or join the 
chain gang. When those babies collect taxes they are 
not kidding. They call it varlik vrgisi—whatever you 
make of that.” 

“The Turks certainly have a word for it,” medi- 
tated Oldtimer. “Imagine, if you will, what the 
Greeks .. .” 

“T’d rather not,” said the Kid. “There are lots of 
Greek merchants and businessmen in Turkey, and 
they seem to be getting it particularly heavy. The 
whole thing amounts to a discriminatory confiscation 
of property of non-nationals.” 

“Matter of internal policy of Turkey,” commented 
Dash. “No use for us to get excited over it. Let’s 
just be thankful that we haven’t got that garlic kismet 
tax over here.” 

“Varlik Vrgisi,” corrected the Kid. “But the name 
doesn’t matter much. The point is, in the postwar 
world we'll have to be a lot more tax conscious on a 
global basis .. .” 

“Jumping Jehoshphat!” exclaimed Star. “Does 
everything have to be global these days, from my ham 
and eggs to my income taxes? You know what Clare 
Booth Luce says...” 

“TI can’t quite see it your way,” interposed Philo. 
“The advance of aviation has made the world shrink, 
whether you like it or not. We have a smaller place 
in which we have to get along. That’s facts, not 
theory.” 


“And citizens of the U. S. are going to come and go 
as they please, you can bet on that,” offered Law. 
“And there'll be plenty of coming and going. The 
boys and girls in the services are not being indoctrin- 
ated as home-bodies.” 

“This is where I came in,” said the Kid. “With 
all that, it is obvious that taxes will have to be con- 
sidered on a much broader basis than merely local, or 
even national. There’s the matter of reciprocal ex- 
emptions, there’s the matter of different treatment as 
between citizens and resident and non-resident aliens, 
there’s the effect of state and local taxes in a world 
full of transients who scurry hither and yon . . .” 

“And what about the ‘equality of sacrifice’ prin- 
ciple?” wondered Philo. “If we are to have a family 
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of nations, the citizen of one should give up, in taxes, 
a measure of purchasing power roughly equivalent to 
that which the citizen-taxpayer of any other member- 
nation parts with. Might have.to use some sort of 
‘cost-of-living’ figure—local, of course—to adjust tax- 
able income...” 

“What about the Axis nationals, after we have licked 
the pants off of them?” inquired Dash. ‘“Shouldn’t they 
have a separate tax slapped on them, to pay for repara- 
tions and indemnities, and to see that they don’t use 
their money to start trouble again?” 

“Darn right,” confirmed the Kid. “They are pretty 
good at getting together a war machine, and throwing 
-s into high gear. All they’ll have to do next is to pay 

or it.” 

“Yes, it looks like tax administration is going to 
branch out, all right,” concluded Philo. “CCH will be 
putting out foreign editions, and the TAX MAGAZINE 
will have an issue in sanskrit. Or maybe in Churchill’s 
‘basic English.’ ” 

“Well, might be more to it than we think now,” 
conceded Oldtimer, “but the practicalities are a bit 
staggering. Suppose a citizen of Shangri-la came to 
New York for seven or eight months, and cleaned up 
some profits. What would be his tax status so far as 
New York State is concerned ?” 

“And Joe Smith from Brooklyn and Bill Brown 
from out La Grange way go and do the same thing 
in Allahabad, Durban, Samarkand, Newcastle-on- 
Tyne and Haparanda,” suggested Philo. “How’s any 
tax collector going to keep up with them?” 

“That situation is more likely to come than not,” 
thought the Kid. “The levying and collecting of taxes 
would have to be a process of following the earner- 
taxpayer to wherever he is doing his earning. Citizen- 
ship, rather than residence, would perhaps be the 
principal criterion. Maybe arrangements could be 
made for reciprocal information returns as between 
the various nations, with a central clearing house...” 

“I’m getting dizzy,” confessed Dash. “We’ve never 
had so much to do, just trying to take care of our 
own tax affairs, and now you all want to rope in the 
rest of the world on it. Include me out!” 

x Ok Ox 


Cases: Browsing amongst the cases in CCH, volume 4 
(1943 Service), is good relaxation which the taxpert 
must treat himself to at frequent intervals, to keep in 
tune. It’s business and pleasure. 

Look at J 9575. Wells Fargo Bank and Union Trust 
Co., as plaintiff, is a name that in itself echoes ‘Hi-yo, 
Silver’—and in this case there’s plenty of silver in- 
volved. But no Lone Ranger turns up to rescue the 
poor taxpayer (nor even Tonto) from a 50% tax on 
sale of silver bullion. Actually, the taxpayer had a 
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mess of Shanghai silver dollars, but traded them as 
bullion, not having converted to foreign exchange 
within three days, as required. Are you there, Dr. Fu 
Man Chu? 

If you want to know about boats with voting rights, 
and what a lot of diversified and good work their 
Association has done, peruse the case at § 9571. You'll 
take a new interest in canned tuna fish from that 
point on. 

Would you say that payments made to exert politi- 
cal influence constituted ‘ordinary and necessary ex- 
pense’? No? Well the Court agrees with you on 
that, in a case at § 9552. Such goings-on! 

a a 


1944 Legislatures: The following state legislative 
action is of interest. 

Colorado—FIRST SPECIAL SESSION, Convened 
January 28, 1944. The main purpose of the call was to 
enact soldier voting legislation. 

Connecticut—FIRST SPECIAL SESSION, Con- 
vened January 24, 1944. The following subjects will 
be submitted for consideration: Absentee Voting, 
Hours of election, Renewing Governor’s wartime pow- 
ers, Extending powers of milk administration, Re- 
storing 9-day grace period for tenant eviction, Post 
War aviation—Aviation participation by State and 
Local Governments, Bristol Water Supply. 

Georgia—THIRD SPECIAL SESSION, Convened 
January 3, 1944. The purpose of the call was to enact 
soldier voting legislation. Adjourned Sine Die Janu- 
ary 7, 1944. 

Illinois—FIRST SPECIAL SESSION, Convened 
January 7, 1944. The session was called to revise 
the election laws to provide for voting for servicemen. 

Iowa—FIRST SPECIAL SESSION, Convened 
January 26, 1944. 

Kentucky—1944 REGULAR SESSION, Convened 
January 4, 1944. The length of the session is limited 
to 60 days. 

Michigan—FIRST SPECIAL SESSION, Convened 
January 31, 1944. 

Mississippi—1944 REGULAR SESSION, Con- 
vened January 4, 1944. The length of the session is 
not limited. 

New Jersey—1943 REGULAR SESSION, Con- 
vened January 12, 1943. Adjourned Sine Die January 
11, 1944. 1944 REGULAR SESSION, Convened 
January 11, 1944. 

New York—1944 REGULAR SESSION, Convened 
January 5, 1944. 

Rhode Island—1944 REGULAR SESSION, Con- 
vened January 4, 1944. The. length of the session is 
not limited by constitutional provision but the pay 
of the members is limited to 60 days. 

South Carolina—1944 REGULAR SESSION, Con- 
vened January 11, 1944. The length of the session 
is not limited by constitutional provision, but the pay 
of the members is limited to 40 days. 

Virginia—1944 REGULAR SESSION, Convened 
January 12, 1944. The pay of the members is limited 
to 60 days. The session may be extended thirty days 
more without pay, but no longer. 

West Virginia—FIRST SPECIAL SESSION, Con- 
vened January 3, 1944. It has been reported that 
special session was called to enact soldier voting 
legislation and legislation to investigate violations of 
corrupt practices act in elections. Adjourned Sine Die 
January 7, 1944. 


Talking Shop 








Fixed Price Supply Contracts: The Director of War 
Mobilization has just issued a directive making im- 
mediately effective a uniform article for the termina- 
tion of fixed-price supply contracts and a statement 
of principles to be followed in determining costs. The 
new uniform termination clause is to be made at once 
a part of all new contracts. Contractors, however, are 
to be given the earliest practical opportunity in which 
to incorporate it in existing contracts. 


According to the profit formula contained in the 
new article, aggregate profit in all cases is limited 
to 6% and profit on unprocessed inventory (only to 
the extent that this inventory is properly allocable to 
the contract) is limited to a maximum of 2%. Both 
these rates of profit, however, are maximums and 
there will be instances where only a fraction of a 
per cent profit will be allowed on raw materials. 


*K *K ok 


We Owe Mr. Galitzer an Apology: In the January 
issue Mr. Philip Galitzer’s article “The Graduated 
Bonus and the Individual Income Tax Rates” appeared 
without the following biographical data, which we 
intended should accompany his article: 

He is both an attorney and C. P. A. and a member 
of the firm of Galitzer and Galitzer, attorneys and 
C. P. A.’s in New York City. Mr. Galitzer is also an 
instructor in accounting at the City College of the 
College of the City of New York. He is co-author with 
his brother, Morris Galitzer, of the book “Actuarial, 
Depreciation and Bonus Problems and Solutions”. 


Ken ye Stuart Chase, the CPA?: Probably not. 
But who isn’t acquainted with the seductive writings 
of Stuart Chase, the economist! 


I said “seductive writings,” not seductive econom- 
ics. At best it might be “seduced economics.” But 
he certainly knows how to whip words into line and 
toss in a potent phrase every so often. 


Where is the money coming from, asks Chase: in 
his book WHERE’S THE MONEY COMING 
FROM? The Twentieth Century Fund, New York, 
N.Y. 1943. 179 pages. $1.00. It not being a custom, 
even among economists, to take some 170 pages to 
elaborate a question, the implication is that he has 
the answer. Or at least an answer. Let’s have a look. 


Amidst much hemming and hawing about the ills 
that have beset the world and are still plaguing us, 
with a description of a model “potato-economy” and 
recitations of some personal “experiments” and a few 
soul-searching expeditions of brother Chase, we find 
that he has stumbled on the answer to where the 
money is coming from. Brace yourself, friend. Chase 
finds that the money comes from work! W-o-r-k. 
(For independent confirmation see Genesis 3:19.) 

This secret formula is packaged together with as- 
sorted trimmings, predominantly a discussion of 
money and its characteristics, and how it must be 
managed. And fair enough, so long as we get the 
answer to the question: where is the money com- 
ing from? 

Chase says he has convinced himself by a little 
personal experiment that cash is bunk. Checks are 
just as good, aren’t they? But they are really not 
cash. Credit in the bank is just as good, isn’t it? 
But it isn’t cash. Etc., etc. 


[Continued on page 85] 
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APPELLATE AND LOWER COURTS 


Repealed manufacturers’ tax on toilet preparations: 
Commissioner’s determination of tax not overcome.— 
Where the Commissioner had determined, under Sec. 
619 (b) (3), 1932 Act, the price for which taxpayer’s 
cosmetic articles would be sold in the ordinary course 
of business and where the tax was computed on this 
figure, the Court refuses to allow the taxpayer a re- 
fund because the taxpayer did not establish that the 
sales to its parent selling organization were at arm’s 
length and at fair market prices. Nor has the taxpayer 
proven that the selling organizations did not pass the 
tax on. DC, NY, H. R. Laboratories, Inc., v. The United 
States of America, and Joseph T. Higgins, individually 
and as Collector of Internal Revenue for the Third Dis- 
trict of New York, 44-1 ustc § 9114. 


Distribution by corporation: Earnings or profits 
available: Loss on liquidation of wholly owned sub- 
sidiary.—Taxpayer, as owner of stock, filed suit for 
refund of taxes paid for 1938 on the ground that only 
part of the amount of dividends received on his stock 
were taxable dividends and that the balance of said 
distributions (for which refund is sought) was not 
paid out of the earnings or profits of the corporation 
accumulated after February 28, 1913, nor out of its 
earnings or profits for the taxable year 1938. The 
corporation owned all the stock of certain subsidiaries 
which were subsequently in 1936 liquidated, and all 
assets thereof distributed to the corporation subject 
to their liabilities and in cancellation and redemption 
of their stock. The resulting loss was charged off on 
the books of the corporation but no part of same was 
recognized for Federal income purposes under Sec. 
112 (b) (6) of the 1936 Act, and was so treated in its 
1936 income and excess-profits tax return. The assets 
of the subsidiaries were carried on their books at cost, 
and accounts, reserves for depreciation and depletion 
were computed on said cost, and such accounts repre- 
senting the liabilities were assumed by the corpora- 
tion. For the purpose of determining earnings available 
for dividends after August 31, 1936, the corporation 
used the cost of such assets in the determination of 
depreciation, depletion and gain or loss on the sale or 
other disposition thereof. Each of said subsidiaries 
sustained losses from the date of their incorporation 
to the date of their liquidation, and subsequently such 
operating losses were applied by the corporation in 
reduction of its own net income. The District Court 
holds that neither the deficits of the wholly owned 
subsidiary corporations as of the date of their liquida- 
tion, nor the loss sustained by the corporation upon 
such liquidation, diminished the earnings or profits 
of the corporation otherwise available for dividends 
during the taxable year 1938. DC, CALIF, Lorin A. 
Cranson, Plaintiff, v. The United States of America, 
Defendant, 44-1 ustc § 9113. 
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INTERPRETATIONS 


Court... Administrative 


Gross income: Guaranty payments by lessee of divi- 
dends on lessor’s preferred stock.—Corporation A 
owned all preferred stock of taxpayer corporation 
which was lessor to A for a term of 21 years ending 
in 1937, part of the consideration of the lease being a 
guaranty by A of payment of dividends on said stock, 
one half of which was later exchanged for preferred 
stock of A by its stockholders. In 1919 the lease was 
modified by releasing A from all obligation thereunder 
except the dividend guaranty. The new lease pro- 
vided for rent measured by an amount equal to such 
dividend payments and all other accrued charges of 
taxpayer. During the taxable year of 1936 the amount 
of such rental was paid and in addition thereto A, 
without the request of taxpayer, made dividend pay- 
ments direct to stockholders on said guaranty, which 
latter amount was assessed as income to taxpayer by 
the Commissioner as a rent payment. The Tax Court 
later supported such determination. The Circuit 
Court holds that such dividend payments are not in- 
come to taxpayer on the ground that they were made 
pursuant to the guaranty on the stock certificates in 
the hands of stockholders, and the reservation for such 
payment in the old lease was superfluous and super- 
seded by new leases.—CCA-1, Denholm and McKay 
Realty Company, Petitioner for Review, v. Commissioner 
of Internal Revenue. 44-1 ustc § 9141. 


Capital gains and losses: Capital and loan contri- 
butions to corporation: Capital losses v. bad debts 
on sale of assets.—Taxpayer in 1929 advanced all the 
capital for a business venture in a de facto corporation 
which continued to operate after 1930 only from fur- 
ther advances of taxpayer to make up weekly deficits, 
until 1933, when operations ceased and all assets 
passed into hands of taxpayer. Such assets were sold 
in 1936. If taxpayer’s advances to the corporation 
were loans, he could not withhold charging off the 
debt until he finally disposed of the assets. His deduc- 
tion for 1936 is limited to a capital loss based on the 
difference between the value of the assets in 1933 when 
taken over and their sale price in 1936.—CCA-2, Joseph 
Nemerov, Petitioner, v. Guy T. Helvering, Respondent. 
44-1 ustc ¥ 9128. 


Payments at source: Foreign corporation: Assign- 
ment of patent rights: Payments not royalties.—For- 
eign corporation, not engaged in trade or business 
and having no office in the United States, made con- 
tracts with taxpayer to sell its entire interest in certain 
patents. The entire consideration passed at the execu- 
tion of the one contract, and down payments were 
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made on the others with future payments to be con- 
tingent on profits. The Tax Court upheld the Com- 
missioner that such grants were licenses, and that pay- 
ments were royalties subject to withholding under 
Code Secs. 143 and 144. The Circuit Court holds that 
such contracts passed title to the patents, and pay- 
ments made were not covered by the statute——CCA-2, 
General Aniline & Film Corporation, Petitioner, v. Com- 
missioner of Internal Revenue, Respondent. 44-1 ustc 
© 9134. 


Deductions: Expenses: Commissions paid by 
broker to his brokerage partnership as capital outlays 
and his percentage share not taxable income.—Tax- 
payer, a partnership member of a stock brokerage firm, 
was personally engaged in dealing in securities on his 
own account in which the firm received the brokerage 
commission of which taxpayer in turn received 38 per 
centum as his partnership share. In his return for 
1932 he claimed a deduction of all such commissions 
paid as business expenses under Sec. 23(a) of the 1932 
Act. The District Court held that his 38 percentage 
of such paid commissions did not constitute taxable 
income tohim. The Circuit Court holds that the com- 
missions paid were capital outlays. As to the 38 per 
centum returned to him, the Court states, “what one 
pays to one’s self cannot be part of one’s income.” 
The evidence, however, failed to show that the net 
income of the firm included the 38 per centum of the 
commissions taxpayer paid and whether a portion of 
that income was derived from other sources—CCA-2, 
Ruth A. Benjamin, Julian A. Benjamin and W. Law- 
rence McLane, as Executrix and Executors of the Last 
Will and Testament of Hamilton Fish Benjamin, de- 
ceased, Plaintiffs-A ppellees, v. Jane M. Hoey, as Execu- 
trix of the Estate of James J. Hoey, Individually and as 
United States Collector of the Second Internal Revenue 
Collection District of New York, Defendant-Appellant. 
44-1 ustc J 9139. 


Deductions: Interest credited on obligations to in- 
surance company from proceeds of new loan by the 
company.—Taxpayer, on a cash basis, claimed a de- 
duction in his 1939 return for payments of interest 
owing to an insurance company. Such payments were 
deducted by the company from the proceeds of a new 
loan and the balance remitted to taxpayer, who claims 
such interest was “constructively” paid. The Circuit 
Court disallowed the deduction, holding that the 
amount of interest was not actually paid during the 
taxable year—CCA-2, Henry P. Keith, Petitioner, v. 
Commissioner of Internal Revenue, Respondent. 44-1 
ustc J 9138. 


Distributions by corporations: Dividends paid in 
property: Life insurance policy purchased with en- 
tire corporate cash reserves: Held for corporate use. 
—A corporation, of which taxpayer was the manager 
and virtually its sole stockholder, paid the full pre- 
miums on two single premium insurance policies on 
taxpayer’s life. He had the right to change the bene- 
ficiaries thereunder and exercised that right from time 
to time, naming persons having no connection with 
the corporation. The District Court charged the pre- 
miums so paid against the taxpayer as a taxable dis- 
tribution by the corporation. The Circuit Court holds 
that, since loans were obtained from time to time for 
corporate use and all bookkeeping entries and other 
surrounding circumstances indicated that the policies 
were considered and used as corporate assets, such 
premiums cannot be held to be distributions to tax- 


Interpretations—Court and Administrative 





payer.—CCA-8, W. Glen Lewis, Appellant, v. George 
W. O’Malley, Collector of Internal Revenue, Appellee. 
44-1, ustc J 9137. 


Refunds and credits: Claim indicated on return not 
sufficient: Statute of limitations——Taxpayer’s return 
filed for 1935 contained notation “Paid under protest 
and refund demanded,” entered opposite designated 
amount of tax. After expiration of statutory period 
taxpayer filed claim on Form 843 without making ref- 
erence to such notation. The revenue agent’s audit 
previously recommended overpayment. The Court of 
Claims holds the claim is barred by Sec. 322 (b) (1) 
of the 1936 Act on the ground that such notation 
lacked form and certainty and did not constitute such 
informal claim as might be legally amended after the 
statutory period.—Ct. Cl., Lincoln Cotton Mill Com- 
pany, a Corporation v. The United States. 44-1 ustc 
{] 9130. 


Gross income: Inventories: Adjustment at close 
of taxable year: Obsolete article—Claim for refund 
is based on overvaluation of closing inventory for fiscal 
year ending June 30, 1932, taken on basis of “cost or 
market, whichever is lower,” that certain types of 
paper goods became obsolete during taxable year and 
that an adjustment should be made in the cost of goods 
sold. The Court of Claims holds that the evidence 
shows no event during the taxable year that caused 
the value to decline; that if such articles were obsolete 
at the close of the year, they were equally so at the 
beginning thereof, and any adjustments of value 
would offset each other. Refund denied. Ct. Cl., 
Knowlton Brothers v. the United States. 44-1 ustc 
§ 9131. 


Credits: Corporations: Agreements restricting 
payment of dividends endorsed on stock certificates.— 
Taxpayer claims credit for the taxable year under 
Sec. 26(c)(1) of the 1936 Act by reason of agreement 
endorsed on its stock certificates prohibiting payment 
of any common stock dividends until sinking fund 
requirements are satisfied out of earnings or surplus 
to provide for payment of preferred dividends, and 
disputes Commissioner’s determination to eliminate 
the effect on surplus account of stock dividends which 
had been issued in 1920 and 1928 and deducted from 
surplus. The Court of Claims allows the claim for 
refund and holds that the claim of taxpayer for credit 
in 1936 on account of dividends restricted under such 
stockholders’ agreement is proper; and, without pass- 
ing specifically on the effect on the status of the sur- 
plus account by reason of distributions of stock in 
previous years, as defined and limited in Sec. 115(b)(2) 
of the 1936 Act, the Court holds that the agreement 
with stockholders had in contemplation the status of 
the surplus account at that time and that same is ap- 
plicable for allowing a credit under Sec. 26(1). Lehigh 
Structural Steel Co. v. Commissioner, 127 Fed. (2d) 67, 
42-1 ustc J 9378 was followed. Ct. Cl., Rex-Hanover 
Mills Company v. The United States. 44-1 ustc § 9132. 


Set-off for unpaid taxes on government contract: 
Surety’s right of subrogation on “payment” bond.— 
Surety on contractor’s bond, given to guarantee pay- 
ments to materialmen and laborers on a United States 
construction contract, seeks to recover balance of con- 
tract price due to such contractor after he had de- 
faulted in such payments, after the government had 
applied such balance to past due income and other 
taxes owing by the contractor. The surety bases its 
right to recover from the United States for amounts 
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paid out under the bond on its claim of subrogation 
to the contract price owing to the contractor. The 
Court of Claims denies the government’s priority for 
taxes under Sec. 3466 of the Revised Statutes as inap- 
plicable except where debtor’s insolvency is evidence 
by bankruptcy, receivership or assignment of cred- 
itors. The Court allowed recovery to the contractor 
on the theory that it was not intended by the con- 
tracting parties that the contract price would be 
“paid,” not in money but by a bookkeeping process of 
crediting these sums against taxes to the prejudice 
of the surety. Ct. Cl., Maryland Casualty Company, a 
Corporation v. The United States. 44-1 ustc { 9133. 


Deductions: Bad debts: Assessment bonds held 
by bank: Charge-off.—Taxpayer, a national bank, 
owned assessment bonds in default since prior to 1924, 
when it charged off one-half, and the balance in 1927 
under direction of bank examiner. The bonds were 
deposited with a protective committee from 1935 to 
1938, when they were returned with proceeds of liqui- 
dation. Bank’s attorney investigated and gave un- 
favorable report in 1933. Deduction of one-half in 
1935 return disallowed. Present claim based on dis- 
allowance of deduction in 1938 return. District Court 
finds that taxpayer ascertained bonds worthless and 
charged them off prior to taxable year 1938. Deduc- 
tion disallowed. DC. COLO., The American National 
Bank of Denver, a National Banking Association, Plain- 
tiff, v. Ralph A. Nicholas, Collector of Internal Revenue 
for the District of Colorado, Defendant. 44-1 vustc 
{| 9136. 


Distributions by corporations: Parent company 
earnings unaffected by operating deficit and loss on 
liquidation subsidiary.—The earnings and profits of 
taxpayer corporation available for dividends during 
the taxable year were not diminished by (1) operating 
deficits of wholly owned subsidiary corporations or 
(2) loss sustained by liquidation of wholly owned sub- 
sidiary. The retroactive application of the Code, as 
amended by Sec. 501, Second Revenue Act of 1940, is 
not unconstitutional. DC. CALIF., J. F.. Shuman, 
Plaintiff, v. United States of America, Defendant. 44-1 
ustc J 9143. 


Deductions: Losses: Closed transactions.—W here 
the taxpayer’s original investment in Bank X and 
its affiliate, a securities corporation, was a single in- 
vestment and where the taxpayer made no allocation 
of cost between the two companies, the Court holds 
that no loss is allowable upon the sale of the bank 
stock alone and that no loss is suffered until the sale 
of the affiliate stock closes the original transaction. 
DC. CALIF., Spreckels-Rosekrans Investment Com- 
pany, a corporation, Plaintiff, v. John V. Lewis, former 
Collector of Internal Revenue of the United States for the 
First District of California, Defendant. 44-1 ustc J 9142. 


TAX COURT—MEMORANDUM OPINIONS 


Deductions: Bad debts: Worthless investments.— 
Taxpayer’s claim of loss due to worthlessness of stock 
in 77B Reorganization was disallowed as it was not 
shown in the bankruptcy proceedings that the com- 
pany was insolvent. As to other stock investments, 
the record does not reveal the amount paid by tax- 
payer, nor is it indicated what return was had on the 
foreclosure of a bond issue of which taxpayer held a 
portion to secure his investment. Other losses were 
allowed on stock investments where taxpayer’s in- 
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terest under contracts therefor were wiped out by 
forfeiture, and where foreclosure of a chattel mortgage 
would have been useless as recoupment on account 
of disappearance of mortgaged property. TC., Martin 
D. Ott v. Commissioner, CCH Dec. 13,652(M). 


Deductions: Expenses; Bonuses to employees paid 
as “dividends.”—Pursuant to a plan to reward faithful 
and capable “key” employees for their services to the 
company, taxpayer issued its certificates for Class A 
stock to such employees in amounts determined by 
it and simultaneously required the employees to exe- 
cute a repurchase agreement. The certificate-holders 
had no vote, no absolute right to a share of the assets 
upon liquidation, and no share in profits in proportion 
to the “shares” held by them. The issuance of addi- 
tional certificates was wholly within the discretion 
of taxpayer. Current payments as so-called “divi- 
dends” were made from profits earned by taxpayer 
during the service of each employee. The repurchase 
price was based on the earnings during each em- 
ployee’s period of service and the amount thereof was 
determined solely by taxpayer. Current payments 
were designated “dividends” on taxpayer’s books. 
The Tax Court held that payments to employees and 
on repurchase settlements during the taxable year 
constituted additional compensation to the respective 
employees and were deductible from taxpayer’s gross 
income. TC., A. & M. Karagheusian, Inc. v. Commis- 
sioner, CCH Dec. 13,649(M). 


Gross income: Definition: Income taxable to 
grantor who retains control in trust.—In 1930 tax- 
payer was the owner of certain shares of stock of The 
Montana Corporation of which he was the president 
and directing head. One December 20, 1930, he exe- 
cuted a trust indenture in which he transferred these 
shares to himself as trustee, naming his wife and three 
children as the beneficiaries of the trust. The purpose 
of the trust was stated therein to be: “to hold and 
keep said stock as a unit for all purposes, particularly 
for the purpose of maintaining control and direction 
of said company in which said stock is held for the 
benefit of the beneficiaries named herein”. The dura- 
tion of the trust was not fixed and no provision was 
made as to whether the income from the property 
should be accumulated or whether it should be dis- 
tributed. Since the execution of the trust indenture 
the taxpayer has several times by supplemental 
declarations transferred other stocks to himself as 
trustee to be held for the beneficiaries in the same 
manner as specified in the trust indenture of Decem- 
ber 20, 1930. In the taxable years 1937, 1938 and 1939 
the taxpayer voted the stock as trustee. Sums equal 
to a substantial part of the net income in each of the 
years were distributed to the taxpayer’s wife and 
entered on the cash book of the trust as “advances”. 
Smaller sums were paid to the other beneficiaries. 
Other sums were used to pay insurance premiums, 
presumably on the life of the taxpayer. Held, following 
Helvering v. Clifford, 309 U. S. 331, 40-1 ustc § 9265, 
that on account of the dominion and control which the 
taxpayer continued to exercise over the corpus and 
income of the trust, the income from the property is 
taxable to him. TC., E. B. Coolidge and Destie Coolidge 
v. Commissioner; E. B. Coolidge v. Commissioner, CCH 


Dec. 13,659(M). 
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TAX REFUNDS AND ABATEMENTS AS TAXABLE INCOME-—Continued from page 70 





year of receipt and that position was upheld by the 
courts. Since the Commissioner took an inconsistent 
position, the taxpayer should have the benefits of Section 
3801. That statute would prevent the same $40,000 
from being taxed as income in two different years. 

Since: (a) The Commissioner by disallowing a de- 
duction had in effect taxed $40,000 additional income 
in the earlier year, (b) the $40,000 was thereafter held 
to be income in a later year, and (c) the statute of 
limitations had expired so that the taxpayer could 
no longer seek redress in the earlier year; therefore: 
(d) Section 3801 bars the Commissioner from collect- 
ing a second tax on the same $40,000. 

Fortunately, such situations are unusual. Never- 
theless the availability of this tax limitation should 
not be overlooked. 

Similarly, in some tax refund situations the equi- 
table doctrine of recoupment might be available to the 
taxpayer. 


Further Limitation 


To reiterate, if the statute of limitations has expired 
for the year of deduction, the refund or abatement is 
taxed in the year of receipt. Section 721 provides 
limited relief from excess profits tax only. Section 
22 (b) provides relief from excess profits tax, normal 
tax, and surtax when the original deduction was in a 
loss year. Section 3801 in rare cases would provide 
relief from inconsistent treatment. But if the original 
deduction was in a year of low normal tax rates and 
the refund is received in a year of high rates, there 
is no relief from the resultant disparity in tax. Theo- 
retically the taxpayer and the Commissioner gamble 
as to whether the refund will be taxed at a higher or 
a lower rate than was effective in the year of deduction ; 
in practice, however, the taxpayer never wins now- 
adays, for the refund is never in a lower rate year. 





Section 128, recently added to the Code, provides 
that if a taxpayer in a prior year was allowed a deduc- 
tion for federal taxes later declared unconstitutional 
(as, for example, taxes under the Agricultural Adjust- 
ment Act or the Tobacco Control Act) and subsequently 
he recovers such taxes, he may elect for taxable years 
beginning after December 31, 1940, to exclude the 
income (exclusive of interest) attributable to such 
recovery from his gross income in the year of re- 
covery. To be entitled to this exclusion, the taxpayer 
must file an election in writing to treat the prior 
deduction as unallowable and assent to a deficiency 
assessment for the year of the prior deduction even 
though the statutory period has expired. By this 
method the recovery is taxed at the rates applicable 
to the year of original deduction. The Senate Finance 
Committee Report states that the word “recovery” 
includes abatements or cancellations. 

The principles of Section 128 might equitably be 
extended to all tax refunds or abatements. That would 
of course require legislative action. Though such 
action would alleviate the rate disparity, for many 
taxpayers the tax savings would be evanescent. The 
Commissioner would legitimately charge interest from 
the original deduction year until payment, in accord- 
ance with existing rules. In many instances the inter- 
est charges would equal any savings through use of a 
lower rate. Where however a taxpayei is subject to 
excess profits tax in the year of refund, such legis- 
lation would free him from worried reliance upon the 
limited benefits of the abnormality provisions. Clearly 
tax refunds or abatements cannot be deemed profits 
due to wartime expansion nor can any “excess” profits 
tax thereon be logically justified. Congressional 
mitigation of tax rate disparity would seem not only 
highly desirable but also reasonable and fair. 


[The End] 





TALKING SHOP —Continued from page 81 








To simplify the whole thing Chase wants to call it 
“numbers.” He is apparently allergic to “cash.” 
O. K. Chase, numbers to you! 

Then inevitably, there’s something about the na- 
tional debt. Nothing that you can really put your 
finger on (that seems to be one of the characteristics 
of the national debt; why don’t we give that another 
name, too, and be done with it?) but Chase makes 
the statement, in italics, that he has “learned not to 
identify the national debt with my personal debts.” 

Well, shucks, lots of zeros are confusing. 

To explain this discovery Chase proceeds to call 
one of them “debt,” and the other “debt,”. Obvi- 
ously, he says, one is not the same as the other. Are 
you really sure you got that straight, Mr. Chase? 
It’s an awful thing to get bawled up on. 

Now, while money comes from work, it is, unfor- 
tunately, not enough to just keep working and expect 
the money to keep coming. There’s also a “circuit” 








involved. This circuit has to be kept “closed” and/or 
it must “roll.” And that takes a bit of doing on the 
side, so to speak. 

The circuit, of course, is made up of “numbers.” 
There’s always got to be the right amount of numbers 
in the running; you got to yank them out and put 
them back in (well, somebody’s got to) as the darn 
thing speeds up or slows down. 

And that leads us to the “taxation lever”; it’s part 
of the machinery. And what new and startling 
thoughts does Mr. Chase have on taxation? He finds 
the income tax fair. In fact, “superbly fair.” And 
inheritance taxes are a pretty good idea. He thinks 
we should broaden the tax base. And we must sim- 
plify our tax structure. Etc., etc. 

But withal it is stimulating reading. Toss a buck 
into the circuit, and find out where it came from. 
The “number,” I mean. 

Bert V. Tornborgh. 





One $25 bond will buy one hundred and twenty- 
five syringes for wounded men. 

One $50 bond will buy four gas masks which may 
save four lives. 


Talking Shop 


One $100 bond will provide nearly enough gas to 
inflate four rubber life boats. 

One $500 bond will provide a portion of the $6,380 
cost of a sound detector for anti sub-patrol. 
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Montgomery’s Federal Taxes on Corporations 
1943-44—by Robert H. Montgomery, Ronald Press, 
15 East 26th St., New York, N. Y. Price for two 
volume set $15.00. 

This is the 22nd issue of Montgomery’s valuable 
book. Concentrated entirely on corporate require- 
ments under the Internal Revenue Code as amended 
by 1942 Revenue Act, as it operates in the light of 
new regulations, rulings, and court decisions of a 
year’s experience in application. The book deals with 
taxable and exempt income of corporations; allowable 
deductions; determination of net income subject to 
tax; computation of income, excess profits and other 
taxes on corporations; relief provisions; consolidated 
returns; methods of collection and payment. 

There is included an up-to-date helpful section on 
Wage and Salary Stabilization as related to the in- 
come tax law, pointing out the penalties for violation, 
which every executive charged with such responsi- 
bilities as wages and salaries of his company should 
read and reread. 

Relief provisions of the Excess-Profits tax law are 
discussed as fully as can be, considering the dearth 
of official material on these provisions. 


Contents of Volume I 


Chapter 1. Taxable and Exempt Income 
Chapter 2. Interest Income 
Chapter 3. Dividends and Other Corporate Distri- 


butions 


Recognition of Gain or Loss from the 
the Sale or Exchange of Property 


Chapter 4. 


Chapter 5. Basis for Determining Gain or Loss 
Chapter 6. Capital Gains and Losses 

Chapter 7. Deductions for Compensation for Services 
Chapter 8. Deductions for Interest 


Chapter 9. 
Chapter 10. 
Chapter 11. 
Chapter 12. 
Chapter 13. 


Deduction for Taxes 

Deduction for Bad Debts 

Deduction for Losses 

Deductions for Net Operating Losses 
Deductions for Expenses and for Contri- 
butions 

Deductions for Depletion ; Income from 
Royalties 

Deductions for Depreciation and Obsoles- 
cence 

Deduction for Amortization of Emergency 
Facilities 

Assignment of Income and Allocation of 
Income and Expenses 


Chapter 14. 
Chapter 15. 
Chapter 16. 


Chapter 17. 
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in the Field of Taxation 











Chapter 18. 


Basis of Reporting Income; Renegotia- 
tion of War Contracts 


Chapter 19. Income from Installment Sales 
Chapter 20. Inventory Methods 
Contents of Volume LI 
Chapter 1. Organizations Taxable as Corporations 
Chapter 2. Exempt Organizations 
Chapter 3. Determination of Normal Tax and Sur- 
tax; Returns 
Chapter 4. Taxation of Foreign Corporations and of 
Income from U. S. Possessions 
Chapter 5. Credit for Foreign Taxes 
Chapter 6. Determination of Excess Profits Tax 
Chapter 7. The Average Income Method 
Chapter 8. The Average Income Method—Continued 
Chapter 9. The Invested Capital Method 
Chapter 10. The Invested Capital Method—Continued 
Chapter 11. The Relief Provisions 


Chapter 12. 
Chapter 13. 
Chapter 14. 
Chapter 15. 


Consolidated Returns 

Consolidated Normal Taxes and Surtaxes 
Consolidated Excess Profits Tax 
Consolidated Excess Profits Tax—Con- 
tinued 

Consolidated Returns 

Dividends Paid Credit 

Corporations Improperly Accumulating 
Surplus 


Chapter 16. 
Chapter 17. 
Chapter 18. 


Chapter 19. Personal Holding Companies 

Chapter 20. Regulated Investment Companies 
Chapter 21. Personal Service Corporations 

Chapter 22. Payments, Assessments and Refunds 
Chapter 23. Information at the Source 

Chapter 24. Penalties 

Chapter 25. The Capital Stock Tax 

Chapter 26. The Declared Value Excess-Profits Tax 


Montgomery’s Federal Taxes on Estates, Trusts 
and Gifts, 1943-44—-by Robert H. Montgomery, Ron- 
ald Press, 15 East 26th St., New York, N. Y. 
Price $7.50. 

This 756 page book will help many an attorney who 
will be concerned with estate tax problems this year. 
To read it, will bring him up to date and, when laid 
aside, pertinent chapters or paragraphs may be easily 
located for further study through its complete index. 
A topical index; a table of law and regulation sections 
cited; a table of rulings, and opinions of the courts; 
all combine to make this a very usable book. Trust 
company officials, too, should have it. 
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POSTWAR FISCAL POLICIES —STATE AND LOCAL-—Continued from page 67 





in state and other universities and colleges would 
doubtless be glad to cooperate with state and local 
finance officials in such a program. 


There Is No Time Like the Present 


It may be said that the war period is no time to 
consider these matters. After the war it will be said 
that the postwar period is no time to discuss them. 
In no critical time will it be thought proper to settle 
them, and in no quiescent period, if there ever is such, 
will there be much urge to do anything about them. 
There will never come a time that is convenient to all 
to make the necessary changes. Fifty or a hundred 
years ago, when public expenditures took only a small 
percentage of social income and when the economies 
of most communities, States, and the nation were more 
or less isolated and self-sufficient—instead of very in- 
terdependent—planning, economizing and cooperating 
were not so vital. But now it is urgent that there 


be better coordinaion of both private and public poli- 
cies and practices. 

Peace is just as “total” as war and both require co- 
ordinated fiscal policies. Moreover, in peace as well 
as in war, delay in the adoption of proper fiscal policies 
is very costly if not disastrous. War has taught us 
that through sacrificing for a common purpose we 
can win. The same principle applied in peacetime 
should give sufficient impetus and strength to smooth 
the frictions and eliminate the conflicts within our 
system of private enterprise, to bring about most 
effective cooperation between our several govern- 
mental jurisdictions and, also, between private enter- 
prise and government. The aim is that individual 
and social income may be maximized and that the 
people’s needs—economic, cultural and, indeed, social 
in the widest and fullest sense—may be met most 
amply. This is the purpose of postwar fiscal policy 
in all units of government. In fact, it is the goal of 
all human endeavor. 


PENSION PLANS—THE PHILOSOPHY OF SECTION 165 (a)—Continued from page 62 





benefits under the Social Security Act, and since the 
employer thus has two plans, by applying that part 
of section 19.165 (a) (3)-1 of Regulations 103 reading 
as follows: 


“An employer may designate several trusts or a trust or 
trusts and an annuity plan or plans as constituting one plan 
which is intended to qualify under section 165 (a) (3), in 
which case all of such trusts and plans taken as a whole may 
meet the requirements of such section. The fact that such 
combination of trusts and plans fail to qualify as one plan does 
not prevent such of the trusts and plans as qualify from 
meeting the requirements of section 165 (a).” 


However, in applying that provision he should not 
ignore the effect of the second sentence which would 
not make the private plan of the employer bad, even 
if the plan is not integrated with the benefits under 
the Social Security Act, if such plan is otherwise good 
in that its coverage requirements are not such as to 
make the plan primarily for the benefit of those classes 
of employees in favor of whom discrimination is pro- 
hibited and there is no discrimination in favor of such 
employees in the matter of contributions and benefits 
as against the other employees covered by the plan. 

All of this discussion with respect to the integra- 
tion provisions of the income tax regulations and 


Mim. 5539 may prove to be academic in so far as the 
practical taxpayer is concerned. He is noi left any 
choice but to comply with the Commissioner’s regu- 
lations. If the plan is not approved by the Commis- 
sioner, the taxpayer may lose the right to deductions 
for his contributions. The Commissioner, undoubt- 
edly, is given great discretionary power under sec- 
tion 165 (a). The language used in that section is 
necessarily of a general nature. It was impossible to 
set forth in detail what plans should be approved. 
The Commissioner has great discretion in other mat- 
ters relating to the income tax laws. In this particular 
matter, Congress saw fit to grant specific discretionary 
powers. In addition to losing the right to deductions 
for contributions under the plan if the plan is a new 
one and has been put into effect since the applicable 
dates of the salary stabilization regulations, the em- 
ployer may lose also the right to deductions for all 
payments, including regular salary payments, paid to 
employees covered by the plan after the plan is put 
into effect. All of this places a heavy responsibility 
upon the Commissioner in using his discretion under 
section 165 (a) in approving or disapproving pen- 
sion plans. 





THE AMERICAN RED CROSS 


The millions of volunteer donors who have visited American Red Cross blood donor centers have helped 
save the lives of great numbers of our soldiers and sailors. These centers are equipped with up-to-the-minute 


scientific apparatus, and their operation is financed from Red Cross funds. Support the 1944 Red Cross War 
Fund and thereby help save the lives of the boys at the front. 


The American Red Cross is training an additional group of volunteers, called dietitian’s aides, to supple- 
ment the work already being done in the hospital by nurse’s aides and Gray Ladies. Help the Red Cross 
maintain and increase its service on the home front by supporting the 1944 Red Cross War Fund. 
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EFFICIENCY OF PERSONNEL IN TAX 









cases, because its personnel fails to understand what 
is involved in such problems. On the other hand, in 
most areas taxpayer counsel appears to regard the 
technical staff as being equally equipped for dealing 
with estate and with income tax issues. There seems 
to be little doubt that notwithstanding the superior 
caliber of the staff, its personnel is not invariably well 
qualified to handle difficult estate tax issues. 

In most state tax departments there is no review 
within the tax department of death tax determinations 
analogous to that by the federal staff. In the states 
which do provide such facilities, there appears to be 
general taxpayer satisfaction with the arrangement ; 
although, there is some sentiment to the effect, as in 
the case of the federal technical staff, that the hearing 
officers are inexpert. 


Conditions in Income Tax Administration 


Concerning income tax administration personnel, 
the federal service in the main exhibits a high caliber 
at strategic points. The evidence appears to be con- 
clusive that such income tax office audits as are 
handled in collectors’ offices are little more than me- 
chanical checks. However, the amounts involved are 
not great; and critics admit there is some justification 
for a routine disposition of these small returns. On 
the other hand, agents are in the main undoubtedly 
equal to their technical tasks. There is to be found, as 
is true in any professional group, a number of persons 
who appear inept by comparison with their colleagues. 
In certain parts of the country the mainly young and 
frequently officious individuals of this sort interfere 
seriously with the good reputation of the audit staff. 
Generally, however, the incompetent, inconsiderate, or 
impolite auditor is so rare as to be of comparatively 
small consequence. 

More serious from the point of view of the high 
esteem in which the income tax administration staff is 
held among taxpayers is personnel practice based on 
allegedly improper Treasury policy.*® Taxpayers who 
believe agents over-emphasize current year taxes, for 
example, do not regard this as exhibiting any lack of 
ability or consideration on the part of the agent, but 
rather as an example of unfortunate Treasury policy, 
respecting which the individual agent can do little. 
At the same time, agents incur some blame for such 
alleged distortion of emphasis as occurs in those cases 
in which taxpayers believe difficulties arise from 
agents’ attempts to “make a showing.” 

Technical staff officers enjoy, on the whole, the high 
regard of taxpayer representatives. This is particu- 
larly true in respect of their handling of income and 
excess profits tax problems. In isolated instances, 
taxpayer counsel interviewed recounted concrete evi- 
dence that the technical staff had been imbued with 
undue zeal for “favorabie settlement” of pending 
cases. Evidence is abundant, however, that the tech- 
nical staff as a whole is officered by exceptionally high 
caliber men and that such weaknesses as exist doubt- 
less arise primarily from shortcomings of individuals. 
In other words, as a unit, staff working conditions are 
conducive to good tax administration. 

The other personnel issues having to do with in- 
come tax administration issues which impress them- 
selves particularly on taxpayers are those concerned 
with engineering problems and with those individuals 





3% On this matter, see the fifth installment in this series. 
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ADMINISTRATION —Continued from page 55 





assigned to post review.*? 


The available evidence 
seems to indicate that taxpayers regard Bureau engi- 
neers as first-rate in every technical respect. So it is 


with accountants assigned to post review. On the 
other hand, the former are regarded as arbitrary in 
numerous instances and the latter as representing a 
policy definitely opposed to prompt and final settle- 
ment and hence a policy antagonistic to taxpayer 
counsel as well as to individual taxpayers.** 

The taxpayer appears to find agents’ reluctance to 
make settlements they believe justified a more objec- 
tionable consequence of present post review policy 
than any direct additional tax assessment. Indeed, 
the attitude seems to be that most assessments result- 
ing are technically justified. Objection lies rather 
against delays and lowered agent morale coming di- 
rectly or indirectly from reopening cases on post 
review. 

State income tax personnel conditions are almost 
as varied as the states imposing income taxes. In a 
number of these commonwealths staff personnel are 
superior, and conditions under which auditors and 
other employees work are generally more favorable 
than in the case of federal. In most states, however, 
the conditions of employment leave much to be de- 
sired. Indeed, on the whole, turnover due to political 
considerations, inadequacy of in-service training, and 
other factors which impair morale, compare very 
unfavorably with conditions in federal service. In 
one respect, from the viewpoint of agent morale, 
almost every state enjoys a marked advantage over 
federal practice; that is, that auditors are accorded a 
degree of autonomy in the handling of individual cases 
which does not exist among federal agents. This 
factor is conducive to developing a sense of individual 
responsibility, but not always a unified policy. 


Conditions in Excise Tax Administration 


In alcoholic beverage tax enforcement there is gen- 
cral belief among distillers that personnel assigned to 
do this work, with rare exceptions, are doing their jobs 
as well as the tasks can reasonably be performed. This 
is particularly true of collection and of the work done 
by storekeeper-gaugers. There is also considerable 
respect, even among bootleggers, for the personnel of 
the alcohol tax unit assigned to prevent the illicit 
manufacture of spirits. 

In respect of excises and social security taxes, the 
taxpayer contacts are, of course, more largely with 
offices of collectors than in the instance of estate, in- 
come, and excess profits taxes. There is in these cases 
no such specialized general field staff as is provided 
incident to administration of the measures already 





7 In this instance, post review refers at least primarily to review 
of the work of agents. In the event such review discloses an error 
the agent in charge may be required to make corrections by alter- 
ing the taxpayer’s liability according to the findings of the review. 
In the case of post review of technical staff findings it is not cus- 
tomary to involve taxpayer liability as a result of findings. 

38s Since the total liability assessed on the basis of post review 
findings is only about $5,000,000 a year, it may reasonably be 
questioned, despite the presumed technical soundness of those find- 
ings, whether the Bureau should assert taxpayer liability. Possibly 
the goodwill developed by relinquishing the present policy of re- 
opening cases found on review to involve major errors might be 
worth more to the government than the $5,000,000 actually collected 
on the basis of such review. It is of interest that the Treasury 
invokes the suggested policy in connection with post review of 
technical staff findings. The Commissioner’s objection to a changed 
policy is stated in Department of Justice, Administrative Procedure 
in Government Agencies, Part 9 (Sen, doc, No. 10, 77th cong., Ist 
sess.), p. 41. 
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discussed. The variations as among personnel as- 
signed to this task, however, appear to be prodigious. 
Cigarette manufacturers almost without exception 
have the highest regard for the manner in which the 
Treasury handles their tax liability, as well as for the 
people representing the Bureau with whom they come 
in contact. The same situation exists as to a number 
of other taxes. Such is not the case, however, as re- 
gards certain of the excises, notably the documentary 
stamp taxes, the motor fuel tax, and especially the 
excise on pipe lines. One prominent attorney who has 
had occasion to handle numerous cases involving 
documentary stamps remarked that apparently the 
Treasury picked its most incompetent personnel for 
dealing with taxpayers in this connection. Many of 
them, he said, knew absolutely nothing about the 
statute.*® It appears to be the unanimous opinion 
among taxpayers, who have given convincing evidence 
of their desire to see gasoline excises fully enforced, 
that petroleum manufacturers pay more gasoline taxes 
than the statute imposes. In the main, taxpayers 
attribute the difficulty to incompetent or dishonest in- 
dividuals handling claims for refunds in respect of 
exempt sales.*° The policy of exempting government 
purchases from the various excise taxes, particularly 
gasoline, results in a large percentage of tax exemp- 
tion certificates issued by federal agencies. The 
accounting costs of these “certificates” are a major 
part of the taxpayers’ and the government’s cost of 
administration. Much more arbitrary than either of 
these cases, if one may judge from the unanimous 
opinion of taxpayers concerned, is the handling of the 
pipe-line tax. Petroleum producers, notwithstanding 
objection to personnel handling gasoline tax adminis- 
tration, regard the relatively insignificant pipe-line tax 
as much more “a thorn in the flesh.” The judgment is 
seemingly unanimous that the situation is due to the 
incompetence of auditor personnel assigned to the 
work. Nobody is employed at this task, they allege, 
who has had actual pipe-line operating experience.*! 
In consequence of this and alleged native incompe- 
tence, decisions in individual cases are reported ex- 
tremely capricious. 


Conditions in Excise Tax Administration: State 


Speaking generally, state liquid fuels taxes are 
administered under more favorable working condi- 
tions than is the federal tax. State tobacco and liquor 
excises, on the contrary, are handled under personnel 
much less satisfactory than the men administering 
duplicating federal excises. The reason for the former 
situation is implicit in the description of federal prac- 
tice; the reason for the latter rests on partisanship, 
and handling is demoralized further by the limitations 
of state jurisdiction. In consequence of the more 
satisfactory general conditions of administration 
surrounding state gasoline taxes, the morale of inves- 
tigators and office administrators is better. Whether 


the general caliber of employees is superior, however, 
is not clear. 


_ Speaking generally, the state administrative staffs 
in charge of other excises have not been separately 





*® This remark is particularly impressive because the attorney who 
made it enjoys a very extensive practice in a community in which 
the Treasury’s good repute has been impaired; and yet he found 
little or nothing to criticize adversely in the handling of income, 
excess profits, capital stock, and other taxes. 

A part of the complaint, however, derives from other than 
personnel considerations, particularly from the Treasury policy 
of over-emphasizing alleged past and present liability at the expense 
of goodwill and ease of making collections in the future. Cf. fifth 
installment of this series. 


“ This summary is based on expressions early in 1942. 


Efficiency of Personnel in Tax Administration 


appraised. In the case of the general sales taxes, how- 
ever, there is good reason to believe that state work- 
ing conditions are more conductive to high quality 
performance than are Bureau conditions in respect of 
work on the miscellaneous excises.*? 


The Problem of Partisanship Among the Personnel 4? 


Generally, it does not follow from the fact that per- 
sonnel is recruited in a non-partisan fashion that its 
technical decisions will be free from political distor- 
tion. Neither is it true that personnel appointed 
without the benefit of a specialized civil service agency 
will necessarily be partisan in the management of its 
affairs. Although tax administration can be employed 
effectively for granting political favors at public ex- 
pense, many partisan politicians regard such a practice 
as unwise strategy. In the language of one spoilsman, 
wise party management commands that financial 
functions “be kept clean as a hound’s tooth.” 

In the federal tax administration there is little 
evidence that technical decisions are influenced appre- 
ciably by considerations of party politics. Even spoils 
personnel in collectors’ offices have generally carried 
on their work with no other influences from partisan- 
ship than the general inefficiency by reason of: (a) 
initial lack of appropriate experience and education, 
and (b) lack of a sense of definite responsibility to the 
head of the office engendered presumably by the fact 
that appointment was made through, and tenure de- 


pended on, the influence of somebody other than the 
collector. 


As is shown elsewhere, the policies of the Treasury 
are sometimes regarded among taxpayers as being 
tantamount to a partisan view, favorable to small 
agricultural and employed taxpayers as compared 
with large business enterprises and rich owners of 
securities. Most critics, however, do not regard this 
type of partisanship as having any particular tie with 
party politics in the conventional sense. It must be 
admitted that if taxpayers have correctly appraised 
the situation, the Treasury viewpoint on this score 
affects employed personnel at substantially all levels. 
The issue, however, is not regarded as being primarily 
a personnel problem. 


Also, in most state revenue administrations in 
which the principal tax department is headed by the 
governor’s appointee, actual decisions are made com- 
paratively free of considerations involving party 
politics. This appears not to be the case as to many 
of those departments to which the department heads 
are elected by popular vote.*® In addition to this, 
some reason exists for thinking that certain tax ad- 
ministrators whose primary jobs lie in other areas 
have not been too cautious in this respect. Evidence 
has accumulated, for example, that motor vehicle 
transportation taxes when administered by a regula- 


tory body are too often made the basis of partisan 
favors at state expense. 





#2 Cf. Later installments of this series. 


* This is to be distinguished from partisanship in policy. See 
installment five. 

“ See fifth installment on administrative policy. 

** Cf. Forrest Smith, ‘‘Barriers to an Adequate Salary Schedule,” 
National Association of Tax Administrators, Proceedings, 1939, 
pp. 27-29. The paper is much less enlightening than the address 
as delivered. Investigation of this type of office has been scarcely 
sufficient to justify a definite conclusion. 
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In addition, as intimated already, there is consid- 
erable evidence that a few large tax administration 
departments adapt their taxation ideas rather freely 
to the service of party objectives. The extent of such 
practice may be narrowly confined or it may involve 
practically every controversial issue. Moreover, faith- 





ful party workers employed as tax compliance and 
tax auditing personnel may fail to see the non-compli- 
ance or the fraudulent reporting of “the faithful.” 
However, the extreme partisanship common a decade 
ago is now exceptional. 


[The End] 











ALLOCATION OF INVESTMENT INCOME UNDER STATE STATUT tennant from page 75 





situs of the supporting realty. State and local bonds 
of the taxing state are attributed to the state, others 
without the state. Corporate shares and bonds are allo- 
cated according to the allocation fractions already 
established for the issuing enterprises. 

The calculations to be made on this investment- 
asset schedule are somewhat more complicated than 
those of the investment-income schedule previously 
discussed. To begin with, there is a problem of valua- 
tion, since capital assets rather than income items are 
involved. The value of assets whose market values 
fluctuate would have to be entered twice, as of the 
beginning of the year (or when the asset was acquired 
during the year), and as of the close of the year (or 
when the asset was sold), so as to establish average 
value. In many cases, the fraction of a year during 
which the asset was held would have to be entered, 
and a calculation made on this basis. 

This distribution of investment assets, while pro- 
viding a percentage that can be used for investment 
income allocation, in itself provides an allocation of 
investment assets for a capital-base minimum tax. 


Proration of Expense 


Under a double allocation formula, as under a single 
one, it is net income that is ultimately allocated. How 
shall net business income be determined so that a 
business allocation percentage may be applied to it, 
and how shall net investment income be determined 
for application of the investment allocation percent- 
age? Few business corporations maintain their ex- 
pense records in such form that their expenses can be 
divided directly into categories of business and invest- 
ment expense. 

One procedure would be to treat all investment 
income as net investment income, thus in effect at- 
tributing all expense as a deduction against gross 
business income. This procedure has the recommen- 
dation of administrative simplicity. It has the justi- 
fication that, in the case of most business corporations, 
only a minor and incidental proportion of overhead 
can properly be attributed to their investment ac- 
tivities. 

3ut double allocation formulas are needed most by 
states in which there are investment trusts, holding 
companies, and corporations that combine operative 
and holding company functions. For such corpora- 
tions, it would not be true that “only a minor and 
incidental proportion of overhead can properly be 
attributed to their investment activities.” Their in- 
vestment functions may be responsible for substantial 
proportions of their expense. Not only would distor- 
tions in the distribution of tax burdens result from 
attributing all expense to the business functions of the 
taxed corporations, but the taxing state would suffer 
a revenue loss, since investment expense would serve 
to reduce business income which generally is allocated 
in larger proportions to the taxing state than is invest- 
ment income. 
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ILLUSTRATION C 
Schedule for Allocation of Income—Direct Proration of Expense 
(Business income allocated by Massachusetts formula; 
investment income allocated by origin formula) 
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15. Net business income in State X 

(Item 14A X Item 5C) .. - ee 
16. Net investment income in State X 

(Item 12A X Item 6C) ...... ee 
17. Taxable net income in State X 

(Item 15B plus Item 16B).... . eee 





Where double allocation is adopted, therefore, it is 
recommended that expenses be prorated between 
business and investment income. This can be accom- 
plished only by some arbitrary formula. The most 
feasible formula is to divide gross expense in the pro- 
portions that each class of gross income is of total 
gross income. This procedure must normally assign 
a larger proportion of gross expense to a corporation’s 
investment functions, and a smaller proportion to its 
business functions, than the logic of business manage- 
ment dictates. This, of course, makes net business 
income larger than it should be and net investment 
income smaller. Because of the different allocation 
percentages that may be applied to the two income 
elements, the tax burden of a corporation may often 
be distorted. This distortion must be viewed as a 

sacrifice of strict fiscal equity to expediency. (One 

class of inequities that would sometimes be produced 
by this distortion can be relieved by a provision that 
an extraordinary nonrecurring deduction may be al- 
lowed directly against the class of income to which 
it applies instead of being prorated.) 


One method of prorating expense by the gross in- 
come formula would be to take the proportions of 
gross business and investment income to total gross 
income, apply these proportions to the figure for total 
expense, and subtract the resulting amounts from 
gross business income and gross investment income, 
to obtain net business income and net investment 
income. The business allocation percentage could 
then be applied to net business income, and the in- 
vestment allocation percentage to net investment 
income, to determine the amount of each class of in- 
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come allocated to the taxing state. The schedule 
form necessary to embody this calculation is shown 
in Illustration C. 


The alternative calculation would apply the busi- 
ness and investment allocation percentages to gross 
business income and gross investment income. The 
gross business and investment income thus allocated 
to the taxing state would be divided by total gross 
income to provide a combined business and invest- 
ment income allocation percentage. This percentage, 
applied to entire net income, would yield an apportion- 
ment of net income to the taxing state that would 
include a division of expenses proportional to the ele- 
ments of gross income involved. The form of a 
schedule embodying this calculation is shown in 
Illustration D. As comparison of the two schedules 
will show, this second method of prorating expense 
is the simpler. 


» A Simplified Application of Double 


Formula Allocation 


For most business corporations, whose investment 
activity is incidental and minor to their major pro- 
duction or merchandising functions, there would be 
only a few dollars’ difference between single-formula 
and double-formula allocation of their income. Gen- 
erally single-formula allocation would make their 
taxes a few dollars heavier than double-formula 
allocation, since business allocation percentages are 
generally higher than investment allocation per- 
centages. But the few dollars’ tax saving that double- 
formula allocation would give them may be more than 
offset by the labor and costs of calculating origin 
allocation of their investment income and then follow- 
ing through the procedure of prorating expense and 
determining combined allocation. 

It is suggested, therefore, that some provision be 
made whereby corporations with proportionately 
small investment incomes can be saved the compliance 
costs of double-formula allocation calculation and the 





ILLUSTRATION D 
Schedule for Allocation of Income—lIndirect Proration of Expense 
Business income allocated by Massachusetts formula ; 
investment income allocated by origin formula) 
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tax administration can be saved the labor of auditing 
such calculations. One possibility is to allow corpora- 
tions whose investment income is less than a specified 
proportion of their gross income—10 per cent, or 15 
per cent, or even 25 per cent—the option of allocating 
their entire net income by their business allocation 
percentage. Probably three-quarters or more of the 
taxpaying corporations of a state would take advan- 
tage of such an option, even though in some cases 
their taxes were increased slightly thereby. Such use 
of the business allocation percentage where invest- 
ment income was proportionately low might even be 
made mandatory. Very few corporations would be 
inclined to protest such a provision, and the tax ad- 
ministration would be saved the labor of auditing 
double-formula returns in all but a trifling proportion 
of cases. [The End] 





FEDERAL TAX CALENDAR 





March 15 
Annual information returns due from withholding 
agents of tax required to be withheld at the 
source other than tax on wages under the Cur- 
rent Tax Payment Act and Victory tax. Forms 
1013, 1042, 1042B. 

Individual and Corporation income tax and excess 
profits tax returns due for year ended December 
3!. Forms 1040, 1120 and 1121. 

Entire income tax or first and second quarterly in- 
stallments due under general extension (citizens 
abroad, etc.) for fiscal year ended September 30, 
with interest at 6% from December 15 on first 
installment. Form 1040 or 1120. 

Entire income tax or first quarterly installment due 
on returns of nonresidents for fiscal year ended 
September 30. Forms 1040B, 1040NB, 1040NB-a, 
1120NB. 

Estimated tax: Declaration and payment of one 
quarter of the balance (after crediting estimated 
amount to be withheld in 1944) of 1944 estimated 
tax by individuals (except farmers). 

Fiduciary income tax return due for year ended 
December 31. Form 1041. 





Allocation of Investment Income Under State Statute 





First installment on unforgiven part of 1942 taxes 
due. Second and last installment due March 15, 
1945, if extension requested. “Windfall” addition 
to 1943 tax is due in 4 annual installments begin- 
ning March 15, 1945, for calendar year taxpayers. 

Foreign partnership return of income due by gen- 
eral extension for fiscal year ended September 30. 
Form 1065. 

Individual income tax returns due by general ex- 
tension for fiscal year ended September 30, in case 
of American citizens abroad. Form 1040. 

Gift tax return due, with payment, if gift of more 
than $3,000 was made in 12 months ended Decem- 
ber 31 to any one person. 

Last day for filing annual returns of tax to be paid 
at the source. Forms 1013 and 1042. 

Last quarterly income tax payment due on returns 
of nonresidents for year ended December 31, 1940. 
Forms 1040B, 1040NB, 1040NB-a, 1120NB. 

Life insurance company income tax returns due for 
year ended December 31. Form 1120L. 

Monthly information return of stockholders and 
directors of foreign personal holding companies 
due for February. Form 957. 


Continued on page 96 
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simplification. However, instead of integrating it 
with the regular income tax, it sets up a separate 
minimum tax. In other words, it replaces an addi- 
tional tax with an alternative tax. If this minimum 
tax were to become law, the taxpayer would be con- 
fronted with two alternative taxes, each with differ- 
ent rates and each with an entirely different set of 
exemptions. The relationships between the minimum 
tax and the regular tax are so complex and elusive 
that many husbands and wives would be forced to go 
through a lengthy series of alternative computations 
to determine their lowest possible tax liability. All 
in all, the Treasury concluded that the minimum tax 
“cure” prescribed in the House bill is worse than 
the Victory tax “disease.” 

Fortunately, the defects of the minimum tax plan 
in the House bill were so patent that the Senate 
Finance Committee refused to accept it. Unfor- 
tunately, the Committee was unwilling to abandon the 
Victory tax, although it did effect some simplification 
by changing its rate to a flat 3 percent for every tax- 
payer regardless of marital or dependency status. 

You may wonder why the House, with its minimum 
tax, and the Senate Finance Committee, with its modi- 
fied Victory tax, are straining every legislative muscle 
to keep a separate income tax in existence. The crux 
of the matter is the 9 million taxpayers at the bottom 
of the tax scale who are now paying the Victory tax, 
but would be relieved from any tax on income under 
the Treasury proposal. To clear away the smoke 
screen with which this issue has been confused, I 
should like to explain briefly why the Treasury felt 
it desirable to relieve these taxpayers from Federal 
taxes on income. 

The absorption of the Victory tax would not result 
in a reduction of the total tax burden of the 9 million 
taxpayers. As a consequence of the excise tax in- 
creases proposed by the Treasury, they would pay 
practically as much under the Treasury proposals as 
under present law. 


It is important to identify the 9 million taxpayers 
who would be relieved of future Federal taxes on 
income. They are exclusively heads of families earn- 
ing less than the exemptions proposed by the Treasury, 
that is, $1,100 per year plus $300 for each dependent. 
The only reason why they are now taxable is that their 
income exceeds the flat $624 Victory tax exemption 
which applies to every income recipient regardless 
of his family obligations. 


If the 9 million taxpayers who are the center of 
the controversy could be kept on the rolls without 
undue complexity and if the proportion of their con- 
tributions to total revenue were substantial, some 
justification could be found for their retention as in- 
come-tax payers. But these conditions simply cannot 
be met. To extend the regular income tax downward 
to encompass these 9 million taxpayers would subject 
them to crushing and inequitable burdens. The 
alternative, represented by the Victory tax and sub- 
stitutes devised by the Congressional tax committees, 
imposes distressing complexities on 50 million tax- 
payers without contributing substantially to income 
tax revenues. Even the pretty label “Victory tax” 
cannot conceal the unfortunate complexity of a dual 
income tax system. The label on the cover cannot 
change the nature of the contents—it is a Pandora’s 
box of troubles no matter what we call it. 
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Although the Treasury’s proposals as a whole would 
not sacrifice revenue from the 9 million taxpayers, 
there would be a loss in income tax revenue from this 
group. At present, the 9 million taxpayers in question 
are paying about $275 million in Victory taxes. Under 
the House bill, they would pay $161 million and under 
the Senate Finance Committee version of the bill, they 
would pay slightly more than $275 million. In other 
words, to collect less, perhaps much less, than $300 
million from the 9 million taxpayers at the bottom of 
the income scale, the 1943 Revenue Bill would com- 
plicate the collection of $17 billion from 50 million 
taxpayers throughout the scale. I repeat what I stated 
to the Senate Finance Committee several weeks ago 
in analyzing the House bill: “It seems utterly un- 
reasonable to erect a mountain of complexity for such 
a molehill of revenue.” 


* * * 


Accountants take notice: Effective April 1, 1944, 
employers who make deductions from the wages of 
employees under the Fair Labor Standards Act for 
board, lodging, or other facilities or who furnish such 
facilities to their employees as additions to wages will 
be required to maintain records substantiating the cost 
of such facilities in accordance with an amendment 
to the record-keeping regulations issued by the Ad- 
ministrator of the Wage and Hour Division. 


This amendment is necessary, the Administrator 
stated, in order to clarify any confusion that may exist 
as to the employers’ responsibility for keeping records 
to justify the reasonableness of such deductions from 
pay. While most employers do keep such records in 
the usual course of business, the Administrator pointed 
out, there seems to be some misunderstanding among 
some employers as to the necessity for keeping such 
records. 

In adopting this amendment to the record-keeping 
regulations, the Administrator emphasizes that the 
intention is not to impose any requirements beyond 
the minimum necessary to enable the employer and 
the Division to ascertain whether deductions are being 
made in compliance with the Act and the regulations. 
In cases where the employer can clearly show compli- 
ance with the minimum wage and overtime provisions 
of the Act without resort to cost records, he may apply 
for an exception from these requirements. 


* * * 


Can you help: Somewhere we heard it or read it, 
but cannot identify it. We believe it appeared in a 
Circuit Court opinion. 

“The law on the subject is weak 
The zeal of the official is strong 
The ignorance of the taxpayer is collossal.” 








One $1,000 bond will buy nearly fifteen metal air- 
plane stretchers. 

One $5,000 bond will provide a mobile surgical 
truck equipped to give immediate attention to serious 
casualties. 
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ALABAMA 


March 1—— 
Automobile dealers’ reports due. 
Insurance company premiums tax reports 
and payment due. 
Last day to make freight line license tax 
reports. 
Last day to make public utility property 
tax report. 
March 10—— 
Automobile dealers’ reports due. 
Oil and gas conservation tax due. 
Reports of wholesalers, distributors, and 
retailers of alcoholic beverages due. 
Tobacco use taxes and reports due. 
March 15—— 


Carriers’, warehouses’ and transporters’ 
gasoline tax reports due. 
Carriers’, warehouses’ and transporters’ 


lubricating oils tax reports due. 

Income tax information returns due. 

Income tax return and (first installment) 
tax due. 

Last day to make franchise tax report. 

Motor carriers’ mileage reports and taxes 
due. 

March 20—— 

Automobile dealers’ reports due. 

Coal and iron ore mining tax reports and 
payment due. 

Gasoline tax and reports due. 

Lubricating oils tax reports and payment 
due. 

Motor fuel tax reports and payment due. 

Sales tax reports and payments due, 


ARIZONA 
March 1—— 
Insurance company premiums tax reports 
and payment due. 
March 5—— 
Alcoholic beverage licensee’s reports due. 
March—First Monday--— 
Bank share installment due. 
Property tax (semi-annual 
due, 
March 15—— 
Gasoline tax reports and payment due. 
Gross income tax reports and payment due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
Motor carriers’ reports and taxes due. 
March 25—— 
Motor fuel carriers’ reports due. 


installment) 





Note: March 15 falls on Sunday, hence 
taxes listed as due on that date will be pay- 
able Monday, March 16. 


ARKANSAS 
March 1—— 


Franchise tax reports due. 
Insurance company premiums’ taxes and 
reports due. 
Public utility property tax returns due. 
March 10—— 
Alcoholic beverage reports and taxes due. 
Motor fuel carriers’ reports due. 
Severance taxes and reports due. 
Statement of purchases of natural re- 
sources due. 
March 15—— 
Oil and gas reports and payment due. 
Reports of wholesale distributors of light 
wines and beer due. 
Statements of wine manufacturers due. 
March 290—— 
Gross receipts tax and reports due, 
Use fuel tax and reports due. 
March 25—— 
Motor fuel tax and reports due. 


CALIFORNIA 
March 1—— 


Beer and wine reports and taxes due. 
Gasoline tax due. 


State Tax Calendar 


March—First Monday—— 
Unsecured personal property taxes due. 
March 15—— 
Bank and corporation franchise tax returns 
and first installment of tax due. 
Corporation income tax returns and first 
installment due. 
Distilled spirits tax and reports due. 
Gasoline tax reports due. 
Reports due from express and railroad 
companies transmitting money. 
Use fuel taxes and reports due. 
March 20—— 
Motor carriers’ gross receipts tax due. 
March 31 
Mine owners’ reports due. 





COLORADO 
March 1—— 
Insurance company premiums taxes and 
reports due. 
March 5—— 
Motor carriers’ taxes due. 
Alcoholic beverage manufacturer’s report 
due. 
March 10—— 
Motor carriers’ reports due. 
March 14— 
Sales tax reports and payment due. 
Use tax reports and payment due. 
March 15—— 
Coal mine owners’ reports. due. 
Coal tonnage tax reports due. 
Franchise tax reports due. 
Service tax reports and payment due. 
March 25—— 
Coal mine owners royalty tax due. 
Diesel fuel users’ tax and reports due. 
Gasoline tax reports and payment due. 
Motor fuel carrier’s report due. 


CONNECTICUT 
March 1—— 

Gasoline tax due, 

Insurance company premiums tax reports 
due. 

Motor bus corporation reports due. 

Motor vehicle registration fees due. 

March 10—— 
Cigarette distributors report due, 
March 15—— 

Gasoline tax reports due. 

Unincorporated business 
taxes and reports due. 

March 20—— 
Alcoholic beverage taxes and reports due. 
March 31—— 

Electric, gas, power, water, railroad and 
street railway corporation tax returns 
due. 

Public service company reports due. 


gross income 


DELAWARE 
March 1—— 
Insurance company premiums taxes and 
reports due. 
March 15— 
Alcoholic beverage manufacturers’ and im- 
porters’ reports due. 
Filling stations’ gasoline tax reports due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
March 31—— 
Carriers’ gasoline tax reports due. 
Distributors’ gasoline taxes and reports 
due, 


DISTRICT OF COLUMBIA 
March 1—— 

Domestic and foreign insurance company 
reports due and premium tax due except 
Marine insurance. 

March 10—— 

Licensed manufacturers and wholesalers of 
beer—reports due. 

Licensed manufacturers, wholesalers and 
retailers of alcoholic beverages—reports 
due, 






















































































March 15—— 
Beer tax due. 
March 25—— 
Gasoline taxes and reports due. 
March 31—— 
Bank gross earnings tax due. 
Last day to pay semi-annual installment 
of property tax. j 
Last day to pay semi-annual installment 
of public utility tax. 
Motor vehicle registration and fees due. 


FLORIDA 
March 1—— 
Insurance company premiums tax and re- 
ports due. 
March 10—— 


Agents’ cigarette tax reports due. 

Manufacturers’ and dealers’ alcoholic bev- 
erage taxes and reports due, 

March 15—— 

Carriers’ gasoline tax reports due. 

Electric or gas light, heat, power company 
and telegraph and telephone company 
reports and taxes due. 

Gasoline taxes and reports due. 

Motor vehicle fuel sales and use taxes and 
reports due, 

Transporters’ and carriers’ alcoholic bev- 
erage reports due. 


GEORGIA 
March 1—— 
Intangible property tax information return 
of foreign and domestic corporations due. 
Public utility special franchise tax (prop- 
erty tax) reports due. 
Railroads’ property tax returns due. 


March 10—— 
Tobacco wholesale dealers’ reports due. 


March 15—— 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
Intangible personal property returns due. 
Malt beverage taxes and reports due, 
March 20—— 
Gasoline taxes and reports due. 


IDAHO 
March 1—— 
Insurance company premiums tax returns 
due. 


Express company reports due. 
March 10—— 
Beer dealers’ reports due. 
March 15—— 
Electric power company taxes and reports 
due. 
Gasoline taxes and reports due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
March 31—— 
Last day for express companies to pay tax. 
Motor vehicle registration fees due. 
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ILLINOIS 
March 1—— 
Insurance company premiums tax returns 
due, 
March 10—— 
Motor carriers’ mileage tax due. 
March 15—— 
Cigarette tax returns due. 
Last day to make alcoholic beverage re- 
ports. 
Public utility taxes and reports due. 
Sales taxes and reports due. 
Warehousemen’s alcoholic beverage  re- 
ports due, 
March 20 
Gasoline taxes and reports due. 
Oil production tax and reports due. 
March 30—— 
Transporters’ gasoline tax reports due. 
March 31—— 
Last day for corrected franchise report to 
be filed. 





INDIANA 
March 1 
Insurance company premium returns due. 
March 15—— 
Fuel use tax report and payment due. 
March 20—— 
Bank and trust company intangibles tax 
due. 
Bank share tax due. 
Building and loan associations’ intangibles 
taxes and reports due, 
March 25—— 
Gasoline tax reports and payment due. 





IOWA 
March 1—— 
Bank share tax (first installment) due be- 
fore this date. 
Express company property tax reports due. 
Insurance company premiums tax returns 
and payment due. 
Property tax (first installment) due before 
this date. 
March 10—— 
Carriers’ gasoline tax reports due. 
Cigarette vendors’ report due. 
Class A beer permittees’ reports and pay- 
ment due. 
March 20—— 
Gasoline tax reports and payment due. 
March 31—— 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 


KANSAS 
March 1-— 
Income tax information returns due. 
Private car company reports due. 
Railroad company returns of tax withheld 
from private car companies due, 
March 10—— 
Malt beverage tax reports due. 
March 15—— 
Carriers’ gasoline tax 
ments due. 
Compensating taxes and reports due. 
Motor carriers’ gross ton mileage taxes and 
reports due. 
March 20 
Railroad, telegraph, telephone, pipe-line 
and electric power company returns due. 
Sales taxes and reports due. 
March 25—— 

Gasoline tax reports and payment due. 
March 31 
Franchise tax returns and taxes due. 

Last day to make bank share reports. 


reports and pay- 








KENTUCKY 
March 1—— 
Bank share tax due. 
Insurance company (other than life) pre- 
miums taxes and returns due. 
Motor vehicle registration fees due. 
Property tax due. 
March 10—— 
Amusement and entertainment taxes and 
reports due. 
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Cigarette tax report due. 
Refiners’ and importers’ gasoline tax re- 
ports due. 
March 15—— 
Alcoholic beverage reports due. 
Income tax information returns due. 
Motor vehicle fuel (other than gasoline) 
tax reports and payment due. 
Passenger carriers’ mileage tax due. 
Public utility gross receipts tax and re- 
ports due. 
March 20—— 
Oil production taxes and reports due. 
March 31—— 
Dealers’ and transporters’ gasoline tax re- 
ports and payment due. 
Last day for public utilities to make fran- 
chise tax reports. 
Public utility property tax returns due. 


LOUISIANA 
March i1— 
Chain store tax due before this date. 
Insurance company premiums taxes and 
reports due. 
License taxes delinquent. 
Wholesalers’ tobacco reports due. 
March 10—— 
Importers’ gasoline taxes and reports due. 
Importers’ kerosene taxes and reports due. 
Importers’ lubricating oils reports due. 
Light wine and beer importers’ reports 
due. 
Retail dealers’ reports of soft drink syrup 
purchases due. 
March 15—— 
Carriers’ gasoline tax reports due. 
Carriers’ kerosene tax reports due. 
Carriers’ light wine and beer reports due. 
Carriers’ lubricating oils reports due. 
Intoxicating liquor manufacturers’ 
dealers’ reports due, 
Wholesale soft drink dealers’ reports due. 
Wholesalers’ tobacco tax reports due. 
March 20—— 
Dealers’ gasoline taxes and reports due. 
Dealers’ kerosene taxes and reports due. 
Fuel use tax reports and payment due. 
Light wine and beer manufacturers’ and 
dealers’ taxes and reports due, 
Lubricating oils tax due; dealers’ reports 
due, 
New Orleans sales and use taxes and re- 
ports due. 
Petroleum solvents reports due. 
State sales and use tax returns and pay- 
ments due. 


and 


MAINE 

March 1—— 

Foreign corporation license fees due. 

Motor vehicle registration fees due. 
March 10— 

Reports due from manufacturers 

wholesalers of malt beverages. 

March 15—— 

Use fuel tax and reports due. 
March 31—— 

Gasoline tax and reports due. 


and 





MARYLAND 
March 10 
Admissions taxes due. 
March 15—— 


Distilled spirits property tax return due. 

Insurance company premiums tax and re- 
ports due. 

Utility gross receipts franchise tax reports 
due. 

March 31—— 

Beer taxes and reports due. 

Gasoline taxes and reports due. 

Motor vehicle registration fees due. 


MASSACHUSETTS 
March 1—— 
Income tax information returns due. 
Personal income tax return and tax (first 
installment) due. 
March 10—— 
Alcoholic beverage taxes and reports due. 
Meals excise return and tax due. 
March 15— 
Cigarette distributors’ taxes and 
due. 
March 31—— 
Gasoline taxes and reports due. 
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MICHIGAN 
March 1—— 

Bank share tax due. 

Gas and oil severance taxes and reports 
due. 

Last day to pay property taxes without 
interest charges (not applicable to 
Wayne County). 

Last day to make insurance company 
premiums tax reports. 

March 5—— 
Carriers’ gasoline tax reports due. 
March 15—— 
Sales tax reports and payment due. 
Use tax reports and payment due. 
March 20—— 
Distributors’ gasoline tax and reports due. 
March 31—— 
Gas and oil severance tax and reports de- 


linquent. 
Last day to file intangibles tax returns and 
pay tax. 
MINNESOTA 
March 1—— 


Income tax information returns. 
Insurance company premiums tax reports 
due. 
Iron severance tax reports due from op- 
erators,. 
Personal property tax is delinquent. 
Public utilities (except railroads) gross 
earnings tax due. 
March 10—— 
Wholesalers’, brewers’ and manufacturers’ 
alcoholic beverage reports due. 
March 15— 
Income tax returns and tax (first install- 
ment) due. 
Interstate motor carriers’ mileage tax due. 
Small loan business reports due, 
March 23 
Gasoline tax due. 
March 31 
Common carrier financial report due. 











MISSISSIPPI 
March 1 
Domestic insurance company premiums 
taxes and reports due. 
March 5—- 
Factory reports due. 
March 10 





Admissions taxes and reports due, 
March 15—— 

Gasoline tax reports and payment due. 

Income tax information returns due, 

Income tax returns and tax (first install- 
ment) due. 

Manufacturers, distributors and _ whole- 
salers of tobacco—reports due. 

Retailers, wholesalers and distributors of 
light wines and beer—reports due. 

Sales tax reports and payment due. 

Timber severance taxes and reports due. 

Use tax reports and payment due. 


MISSOURI 
March 1—— 
Annual sales tax reports due. 
Factory reports due. 
Franchise tax reports due. 
Income tax information returns due. 
Insurance company premiums tax reports 
due. 
March 5—— 
Non-intoxicating beer permittees’ reports 
due. 
March 15—— 
Alcoholic beverage report due. 
Income tax returns due. 
Retail sales tax reports and payment due. 
March 25—— 
Use fuel tax and reports due. 
March 31—— 
Gasoline reports and tax due. 


MONTANA 
March 1—— 

Domestic corporation reports due. 

Foreign corporation reports due. 

Income (corporation license) tax returns 
due. 

Insurance company premiums tax reports 
due. 

Sleeping car company reports due. 

Telephone companies’ reports and pay- 
ments due. 
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March—First Monday—— 
Telegraph, telephone, electric power or 
transmission line, canal, ditch and flume 
company property tax reports due. 
March 15——— 
Brewers’ and liquor wholesalers’ taxes and 
reports due. 
Electric company reports and taxes due. 
Gasoline taxes and reports due. 
Income tax information returns due. 
March 20—— 
Crude petroleum producers’, transporters’, 
dealers’ and refiners’ reports due. 
March 31— 
Insurance company licenses expire, 
Mine returns due. 


NEBRASKA 
March 1—— 
Insurance company premiums, tax reports 
and foreign company payments due. 
Mareh 15— 
Alcoholic beverage manufacturers’ and 
wholesale distributors’ reports due. 
Gasoline taxes and reports due. 
Imitation butter reports and taxes due. 


NEVADA 
March 1—— 
Annual statements of foreign corporations 
must be published during March. 
Insurance company premiums tax reports 
due, 
Petroleum products reports and fees due. 
March—First Monday 
Electric light, heat and power, gas, street 
railway, telegraph, telephone and water 
company affidavits due. 
Property tax (quarterly installment) due. 
March 15— 
Carriers’ gasoline tax reports due. 
Public utilities annual reports due. 
March 25—— 
Dealers’ gasoline tax reports and payment 
due, 
Fuel users’ tax reports and payment due. 


NEW HAMPSHIRE 





March 1 
Annual list of stockholders of railroads 
and other dividend-paying corporations 
due. 
Foreign insurance company reports due. 
March 10—— 
Alcoholic beverage taxes and reports due. 
March 15—— 
Intangibles income tax returns due. 
Use fuel tax and reports due. 
March 31 
Carriers’ reports of motor fuel deliveries 
due. 
Distributors’ gasoline tax and reports due. 
Motor carriers’ registration and fees due. 
Motor vehicle registration and fees due. 








NEW JERSEY 
March 1 

Domestic insurance companies report due. 

Foreign insurance companies (except life) 
reports due. 

Railroad company reports due. 

March 10—— 

Excise tax reports and payment due by 
interstate busses. 

Gross receipts tax reports and payment due 
by busses and jitneys in municipalities. 

March 15—— 

Alcoholic beverage reports and taxes due 
by manufacturers, distributors, trans- 
porters, warehousemen and importers. 

March 20—— 

Alcoholic beverage retail consumption and 

distribution taxes and reports due. 
March 30—— 

Carriers’ gasoline tax reports due. 

March 31—— 

Distributors’ 
due. 





gasoline taxes and reports 


NEW MEXICO 
March 1—— 
Insurance company premium taxes and re- 
ports due. 
Last day to file property tax returns. 
March 2—— 
Motor vehicle registration fees due. 
March 15—— 
Franchise tax reports due. 
Occupational gross income tax reports ana 
Payment due. 
Oil and gas conservation reports due. 
Severance taxes and reports due. 
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March 20—— 
Motor carriers’ reports and taxes due. 
March 25—— 
Gasoline taxes and reports due. 


Use or compensating taxes and reports 
due. 


NEW YORK 
March 1—— 

Insurance company reports due. 

Last day for transport and transmission 
company primary tax reports and pay- 
ment due. 

Real estate, holding and codéperative agri- 
cultural corporation franchise tax and 
reports due. 

March 20—— 
Alcoholic beverage taxes and reports due. 
March 25—— 


Additional public utility taxes and reports 
due. 

New York City conduit company taxes and 
reports due. 

New York City public utility excise taxes 
and returns due. 

March 31—— 
Gasoline taxes and reports due. 


NORTH CAROLINA 
March 1—— 
Firemen’s Relief Fund tax reports due. 
March 10—— 
Carriers’ gasoline tax reports due. 
Railroads’ alcoholic beverage tax and re- 
ports due. 
Tobacco dealers’ monthly reports due. 
March 15—— 
Corporation reports of registered stock-or 
bondholders due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
Intangibles personal property tax due. 
Sales and use taxes and reports due. 
Spirituous liquor tax due. 
March 20—— 
Distributors’ gasoline tax and reports due. 
Franchise carriers’ and haulers’ reports 
and tax due. 
March 31—— 
Railroads’ and utility companies’ property 
tax reports due. 


NORTH DAKOTA 
March 1—— 
Cigarette distributors’ report due. 
Insurance company premiums tax and re- 
ports due. 


March 15— 
Alcoholic beverage transactions tax reports 
and payment due. 
Gasoline tax_reports and payment due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 


Interstate motor carriers’ tax due. 


OHIO 
March 1—— 

Foreign insurance company premiums tax 
(first installment) due. 

Last day to make insurance company pre- 
miums tax reports. 

Utility company returns due—except motor 
transportation, sleeping car, freight line 
and equipment companies. 

March 10—— 

Admissions tax reports and payment due. 

Alcoholic beverage reports due from Class 
A and B permittees. 

Cigarette wholesalers’ reports due. 

March—Second Monday 

Bank share tax reports due. 


Last day for deposits report of financial 
institutions, 


Reports due from dealers in intangibles. 
March 15— 

Cigarette use tax and reports due. 
March 20—— 

Dealers’ gasoline tax reports due. 
March 30—— 

Carriers’ gasoline tax reports due. 









March 31—— 

Annual statement of foreign corporations 
due, 

Gasoline tax reports due. 

Grain handling tax (semi-annual install- 
ment) due, 

Intangibles personal property tax (semi- 
annual installment) due. 

Last day for filing foreign corporations’ 
franchise tax reports. 

Last day to make property tax returns. 

Tangible personal property tax (semi-an- 
nual installment) due. 


OKLAHOMA 
March 1—— 
Annual labor reports due. 
Express company reports due. 
Last day to list intangible property. 
Oil, gas and mineral gross production re- 
ports and payment due. 
Property tax installment due. 
Property tax returns due. 
March 5—— 
Operators’ reports of mines (other than 
coal) due. 
March 10—— 
Airports’ gross receipts reports and taxes 
due. 
Alcoholic beverage tax reports and pay- 
ment due, 
March 15—— 
Carriers’ gasoline tax reports due. 
Gasoline taxes and reports due. 
Income tax returns and tax (first install- 
ment) due. 
Sales tax reports and payment due. 
March 20—— 
Carriers’ use fuel tax reports due. 
Coal mine operators’ reports due. 
Use fuel oil tax and reports due. 
Use tax reports and payment due. 
March 31—— 
Motor vehicle registration becomes delin- 
quent. 


OREGON 
March 1—— 
Foreign and alien insurance company pre- 
miums tax reports due. 
Special motor carriers’ monthly fees due. 
March 10—— . 
Oil production tax reports and payment 
due. 
March 20—— 
Alcoholic beverage tax reports and pay- 
ment due. 


Motor carriers’ reports and taxes due. 
March 25—— 
Gasoline tax and reports due. 


PENNSYLVANIA 
March 10—— 
Malt beverage reports due. 
Spirituous and vinous liquor importers’ re- 
ports due, 
. Philadelphia amusement tax report and 
payment due, 
March 15—— 
Capital stock tax returns and payment due. 
Corporate loans tax returns and payment 


due. 

Corporation bonus reports and payment 
due. 

Employers’ returns of tax withheld at 


source due under Philadelphia income 
tax law. 

Franchise tax reports and payment due. 

Insurance company premiums tax reports 
and payment due. 

Manufacturers’ alcoholic beverage tax re- 
ports and payment due. 

Philadelphia income tax returns and tax 
(first installment) due. 

March 31—— 
Gasoline tax reports and payment due. 
Motor vehicle registration fees due. 


RHODE ISLAND 

March 1—— 

Corporate excess tax returns due. 

Franchise tax reports due. 

Public utility reports due. 
March 10—— 

Manufacturers’ alcoholic beverage reports 

due. 

Tobacco products tax reports due. 
March 15—— 

Gasoline taxes and reports due. 





















































































































































































































































































































































































































































































































































SOUTH CAROLINA 
March 1—— 
Personal property tax returns due. 
March 10—— 
Admissions tax reports and payment due. 
Beer and wine wholesalers’ reports due. 
Last day to make power tax return and 
payment. 
March 15—— 
Income tax information returns and pay- 
ment due. 
March 20—— 
Gasoline tax reports and payment due. 
Use fuel tax reports and payment due. 


SOUTH DAKOTA 
March 1—— 


Foreign corporation reports due before 
this date. 
Last day to make reports and pay insur- 
ance company premiums tax. 
Passenger motor carriers’ taxes due. 
March 10—— 
Interstate motor carriers’ reports and tax 
due. 
March 15—— 
Alcoholic beverage sales reports due; pay- 
ment 30 days later. 
Gasoline tax reports due. 
Sales tax reports and payment due. 
Use fuel tax and reports due. 
Use tax reports and payment due. 
March 31 
Bank excise income tax returns and pay- 
ment (first installment) due. 
Last day for payment of private car line 
property tax. 
Motor vehicle registration and fees due. 


TENNESSEE 
March 1—— 
Cottonseed oil mills’ 
month. 
March 10—— 
Barrel tax on beer due. 
Carriers’ gasoline tax reports due. 
Cigarette distributors’ reports due. 
Last day to make alcoholic beverage re- 
ports. 
March 15—— 
Reports due on fuel used in internal com- 
bustion engines. 
Stock and bond income tax returns and 
payment due. 
March 20—— 
Distributors’ gasoline tax reports and pay- 
ment due. 
Liquid carbonic acid gas tax due. 


reports due during 


TEXAS 
March 1—— 
Insurance company premiums tax reports 
and payment due. 
Intangibles assets (capital stock) tax re- 
port due (includes publie utilities). 
Public utility intangibles tax reports due. 
March 10—— 
Cigarette distributors’ report due, 


Maagch 15—— 
Last day for filing franchise tax reports. 
Oleomargarine taxes and reports due. 
March 20—— 
Carriers’ motor fuel tax reports due. 
Liquefied gas and Hquid fuel use tax re- 
ports and payment due. 
Motor fuel taxes and reports due. 
Oil and gas well technicians’ gross receipts 
tax and reports due. 


March 25—— 


Carbon ‘black production tax reports and 
payment due. 


Natural gas production taxes and reports 
due. 


Oil production taxes and reports due. 


Theatre prize and awards taxes and re- 
ports due. 


UTAH 
March 1—— 
Insurance company premiums tax reports 
due, 
March 10—— 
Carriers’ use fuel tax reports due. 
Liquor licensees’ reports due. 
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March 15— 
Distributors’ and retailers’ gasoline taxes 
and reports due. 
Income (franchise) tax returns and tax 
(first installment) due. 
Individual income tax returns and pay- 
ment due. 
Sales and use tax returns and payment 
due. 
Use fuel tax and reports due. 
March 25—— 
Distributors’ and _ dealers’ 
motor fuels tax due. 
Carriers’ repots of motor fuels deliveries 
due. 
March 31—— 


Insurance company premiums tax due. 


reports and 


VERMONT 
March 1—— 
Annual corporation reports due. 
Corporation license taxes and reports due. 
March 10—— 
Alcoholic beverage taxes and reports due. 
March 15-— 
Corporation income tax returns and tax 
(first installment) due. 
Electric light and power company taxes 
and reports due. 
Individual income tax returns and tax 
(first installment) due. 
March 31—— 
Gasoline tax reports and payment due. 


VIRGINIA 
March 1—— 
Annual corporation registration fees due. 
Certified motor carriers’ property tax re- 
turns due. 
Insurance company premiums tax returns 
due. 
March 10—— 
Beer dealers’, bottlers’ and manufacturers’ 
reports due. ‘ 
March 20—— 
Carriers’ gasoline tax reports due. 
Gasoline taxes and reports due. 
Use fuel tax and reports due. 


WASHINGTON 
March 1—— 
Insurance gross premiums taxes due. 
March 10—— 
Distillers’, wineries’, brewers’ and manu- 
facturers’ reports due. 
March 15—— 
Butter substitutes tax reports and payment 
due. 
Carriers’ gasoline tax reports due. 
Gross income tax returns and payment 
due. 
Public utility gross operating taxes and re- 
ports due. 
Public utility property tax returns due. 
Sales tax reports and payment due. 
Use tax reports and payment due. 
March 20—— 
Use fuel tax and reports due, 
March 25—— 
Fuel oil reports and taxes due. 
Gasoline tax reports and payment due. 


WEST VIRGINIA 

March 1—— 

insurance company premiums taxes and 

reports due. 

March 10—— 

Alcoholic beverage taxes and reports due. 
March 15—— 

Sales tax reports and payment due. 
March 30—— 

Gasoline tax reports and payment due. 


WISCONSIN 
March 1—— 
Beer tax reports due. 
Electric codéperative association tax re- 
ports due. 
Insurance company premiums taxes and re- 
ports due. 
Telephone company gross receipts reports 
and taxes due. 
Transportation company gasoline tax re- 
ports due. 
March 10—— 
Intoxicating liquor and wine tax reports 
due. 
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March 15— 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
Privilege dividends tax and reports due on 
constructive dividends. 
Railroad, telegraph, sleeping car and ex- 
press company property tax reports due. 
March 20—— 
Gasoline and diesel fuel taxes and reports 
due. 
March 31—— 
Privilege dividends tax and returns due. 


WYOMING 
March 1 
Express company gross receipts tax re- 
ports due. 
Last day to make insurance company pre- 
miums tax reports. 
Mileage statements due from railroads and 
car companies. 
March 10—— 
Carriers’ gasoline tax reports due. 
March 15—— 
Dealers’ gasoline tax reports due. 
Sales tax reports and payment due, 
Use tax reports and payment due. 
Wholesalers’ gasoline tax and reports due. 
March 20—— 
Motor carriers’ taxes and reports, due. 
March 30—— 


Last day to pay insurance company pre- 
miums tax. 


FEDERAL TAX CALENDAR 
(Continued from page 91) 


Nonresident alien individual income tax 
return due for fiscal year ended Sep- 
tember 30. Form 1040B. 

Nonresident alien individual income tax 
return due (no U. S. business or office) 
for fiscal year ended September 30. 
Forms 1040NB, 1040NB-a. 

Nonresident foreign corporation income 
tax return due for fiscal year ended Sep- 
tember 30. Form 1120NB. 

Partnership return of income due for year 
ended December 31. Form 1065. 

Resident foreign corporations and domestic 
corporations with business and books 
abroad or principal income from U, S. 
possessions—returns due for fiscal year 
ended September 30, by general exten- 
sion. Forms 1120 and 1121. 

Second quarterly income-excess profits tax 
payment due for fiscal year ended Sep- 
tember 30. Forms 1041, 1120, 1120H, 
1120L, 1121. 

Second quarterly income tax payment due 
on returns of nonresidents for fiscal year 
ended June 30. Forms 1140B, 1120H, 
1120L, 1120NB. 

Stockbrokers’ monthly return of stamp ac- _ 
count due for February. Form 838. 

Third quarterly income-excess profits tax 
payment due for fiscal year ended June 
30. Forms 1040, 1041, 1120, 1120H, 1120L, 
1221. 

March 20—— 

Monthly information return of ownership 
certificates and income tax to be paid at 
source on bonds due for February, Form 
1012. 

March 31—— 

Admissions, dues and safety deposit box 
rentals tax due for February. Form 729. 

Excise taxes on electrical energy, tele 
graph and telephone facilities, trans- 
portation of oil by pipe line, and 
passenger transportation due for Feb- 
ruary. Form 727. 

Excise taxes on lubricating oils, matches, 
and gasoline due for February, Form 
726. 

Excise taxes on sales due for February. 
Form 728. 

Processing taxes on oils due for February. 
Form 932. 

Retail dealers’ excise tax and returns due 
for February on jewelry, etc., furs and 
toilet preparations. Form 728a. 

Sugar (manufactured) tax due for Febru- 
ary. Form 1 (Sugar). 

Tax on bowling alleys, billiard and pool 
rooms and coin operated amusement and 
gaming devices due for February, if lia 
bility incurred, Form 11B. 
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